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OctroBer 2, 1958. 
Hon. James O. Eastianp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Dear Senator Eastianp: I am transmitting herewith for the 
information of the members of the Committee on the Judiciary a 
report of the Antitrust and Monopoly Subcommittee entitled ‘‘A 
Study of Administered Prices in the Automobile Industry,’ together 
with the separate individual views of Senators Langer, Dirksen, and 
Wiley. 

The inquiry by the subcommittee into administered pricing has now 
embraced two of the Nation’s major industries, steel and automobiles. 
The investigations into these specific industries were preceded by 
hearings in which some of the country’s leading economists expressed 
their views on the problems involved in administered prices. The 
selection of the automobile industry to be examined was dictated by its 
importance in the national economy, as well as by the industry’s 
record of price increases in recent years. The present report reflects 
the result of the inquiry to date. The study as a whole is continuing. 

I want to acknowledge with appreciation the efforts beyond the 
ordinary call of duty of Paul Rand Dixon, chief counsel, and Dr. 
John Blair, chief economist, both in the work of the hearings on which 
this report is based and in the assistance they rendered the com- 
mittee in the preparation of this report. 

Special acknowledgment should be made to Drs. E. Wayles Browne, 
Jr., Walter Measday, Marc Nerlove and Irene Till for their contribu- 
tions on parts I- -III and to Mr. Horace Flurry and Mr. Peter T. 
Posmantur for their contributions on part IV. 

Sincerely, 
Estes Keravuver, 
Chairman, Subcommittee on Antitrust and Monopoly. 
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ADMINISTERED PRICES—AUTOMOBILES 


INTRODUCTION 


In making its inquiry into administered prices in the automobile 
industry, the Subcommittee on Antitrust and Monopoly has been 
examining an industry which, perhaps more than any other, occupies 
a pivotal position in the economy. Its trade association claims that 
1 out of every 7 workers in this country is dependent directly or 
indirectly on the automobile industry.’ Analysis of interindustry 
relationships suggests that for each worker employed in the auto- 
mobile industry itself, one other worker is employed in supplying 
industries. The industry consumes nearly one-fifth of the Nation’s 
steel, 1 out of every 14 tons of copper, more than 2 of every 5 tons of 
lead, more than 1 of 4 tons of zinc, 1 pound in 7 of nickel, half the 
reclaimed rubber, nearly two-thirds of the natural and three-fifths 
of the synthetic rubber, almost three-fourths of the upholstery 
leather, nearly all the tire cord, and substantial proportions of the 
Nation’s output of glass, machine tools, general industrial equipment, 
forgings, and other industries. The degree to which autos are pur- 
chased and used obviously determines the level of activity in the 
petroleum industry, filling stations, automobile supply stores, etc. 

Over a long-term period there have occurred fundamental changes 
in the automobile industry’s structure, principal among which have 
been (a) a persistent and continuing decline in the number of enter- 

rises and (5) a long-term increase in the relative importance of the 
faattine producers. The rise in the position of General Motors has 
been particularly striking. From 20 percent of the new-car registra- 
tions in 1925, General Motors’ share rose to 45 percent in 1957 and to 
50 percent in the first quarter of 1958. General Motors has derived 
its strength from a number of sources. It has long been regarded as 
an efficient, well-organized company. It has been active in putting 
on the market a number of important technological innovations, such 
as the Hydra-Matic drive. It has a strong dealer organization which 
is by far the largest in the country. It has ready access to sources of 
capital and credit. But General Motors derives its strength from a 
number of other and less well-recognized sources. To a much greater 
extent than any of its competitors, it operates in a variety of industries 
other than automobiles, such as railroad locomotives, household 
appliances, buses, earth-moving equipment and others. The defense 
contracts which it has received have, by their very nature, been an 
important source of strength. The manner in which trade-in values 
on used cars are determined may also have contributed to General 
Motors’ growth. 


1 Automobile Facts and Figures, Automobile Manufacturers Association, 37th edition, 1957, p. 44. 
1 
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Regardless of the causes, however, the paramount structural char- 
acteristic of the automobile industry since the late 1920’s has been 
the increasing dominance of General Motors. During this period the 
share held by the other major producers has declined and the pro- 

ortion accounted for by the independents has all but vanished. As 
independent producers have one by one fallen by the wayside, the 
number of alternatives available to the consumer in the form of 
different makes and models has diminished. The nature of the rivalry 
among the remaining producers represents a classic example of the 
change in the nature of competition which would be expected to 
accompany the change that has taken place in the industry’s struc- 
ture. Broadly speaking, competition in price has been largely altered 
and deemphasized, being cepkasee in large part by various forms of 
nonprice competition—principally advertising and model and design 
changes. ‘The two most outstanding characteristics of the price 
rivalry which does exist are (a) substantial identity of prices amon 
the Big Three at each price level and (6) the exercise by Genera 
Motors of leadership in prices, on some occasions in a simple form 
but on others in a complicated and subtle manner. With each of the 
Big Three charging about the same price for a given type of car, 
they have turned increasingly in their efforts to attract customers to 
various forms of nonprice competition. Between 1950 and 1957 
advertising expenditures (for space and time only, not counting radio 
and TV talent) by the Big Three rose more than threefold—from $61.5 
million in 1950 to $195.7 million in 1957. Models have been changed 
with increasing frequency until today General Motors appears to be 
bringing out a new model every year. Since 1950 the amount ex- 
pended by the Big Three on the amortization of special tools, which 
are used laeely in model and style changes, has also increased more 
than threefold—from $182.3 million in 1950 to $762 million in 1957. 

Because of its increasingly dominant position, the level of automobile 
prices has come to be largely determined by the pricing methods and 
policies of General Motors. In setting its prices, General Motors 
seeks to attain a target goal of 20 percent rate of return on net worth 
after taxes at a predetermined hovel of production, or standard 
volume. The amount of profit per car needed to yield the desired 
rate of return at the standard volume is incorporated as a cost in 
arriving at the price level. When actual production exceeds standard 
volume, as has been true during most of the postwar period, the actual 
rate of return exceeds the target. As compared to its target of 20 
percent, General Motors’ actual rate of return after taxes on net 
worth during the period 1948-57 averaged 25 percent. 

But while prices are based on costs (including profits) aggregated in 
this manner, the level at which prices are established has an important 
effect. upon costs. This results in part from the fact that overhead 
costs form an important element in the cost structure of the auto- 
mobile industry. These costs, principal among which are advertising, 
selling, general and administrative expense, maintenance, repair and 
rearrangement, amortization of special commercial tools, and depre- 
ciation and obsolescence, remain virtually the same in toto regardless of 
the level of output. Thus the smaller the number of cars produced, the 
fewer the number of units over which these overhead costs are spread 
and the higher the overhead costs per car. Because of the importance 
of overhead costs to total costs, amounting to approximately $550 





ADMINISTERED PRICES—AUTOMOBILES 3 


per car in 1957 and perhaps $800 in 1958, anything which changes 
significantly the level of automobile production thereby changes the 
cost per car. 

The principal determinants of the level of automobile sales have 
been found to be changes in per capita income and in price. Over 
the former the automobile producers have virtually no control. But 
because demand for automobiles is responsive to changes in price, the 
automobile producers can affect the level of sales by changing their 

rices. And because of the importance of overhead costs, the changes 
in output brought about by changes in price will significantly affect 
the level of costs. Thus in this industry the two-way relationship 
between costs and prices is quite distinct. 

That changes in price do have an important influence on changes in 
automobile sales is the finding reached by the studies that have been 
made of the elasticity of demand for automobiles. Generally speak- 
ing, these studies show that with every 10-percent increase in price, 
sales tend to fall by 12 to 15 percent. Moreover, there is reason to 
believe that during an economic downswing the adverse effect of a 
price increase is even greater. 

It has also been shown that price reductions are capable of stimu- 
lating automobile sales. The elasticity of consumers’ demand (i. e., 
the sensitivity of consumers to price changes) admittedly is not high 
enough to preserve the present level of profits in the face of price cuts, 
given the current level of costs in the industry. As stated above, how- 
ever, a large share of these costs are optional outlays which serve only 
to promote nonprice competition and which could readily be reduced. 
If annual expenditures for styling, advertising and tooling associated 
with increasingly frequent model changes by the major firms were 
compressed to their pre-1955 levels, substantial price reductions could 
be made with no sacrifice of passenger car profits by the manufac- 
turers. 

The full effect of price increases is now for the first time in several 
years coming home to the average automobile buyer. In the pre- 
ceding 4 years the price increases made by the manufacturers were 
more or less camouflaged by the granting of more liberal financing 
terms, principally the extension of the maturity period. To those 
buyers whose principal interest is the amount of the monthly payment 
(considered by some authorities to represent the majority of all credit 
purchasers), the increase in price was to a very considerable extent 
offset by the increase in the number of months in which payments 
could be made. But now, according to what seems to be the con- 
sensus in the trade, the maturity period can no longer be extended. 

For the first 10 to 15 months of a 36-month finance period(depending 
on the size of the downpayment) the resale value of a car remains 
below the amount still owed by the purchaser. Extending the finance 

eriod to 42 months, with a 25-percent downpayment, would leave the 

uyer owing more than resale value for as much as 21 months. Under 
such circumstances it may well be more to the buyer’s self-interest to 
let his car be repossessed and use the amount still owed for the pur- 
chase of a newer used car. As a consequence any further increase in 
automobile prices can be expected to be immediately reflected in the 
average monthly payment. ‘The full influence of price changes upon 
sales will be manifest. 








PART I 
THE TRENDS AND FORM OF ECONOMIC CONCENTRATION 


CuapTsER 1. Toe CHANGING PAaTrEeRNS OF CONCENTRATION 


With the possible exception of aluminum, the production of auto- 
mobiles represents the Nation’s most highly concentrated major 
industry. In 1954 the 4 largest companies producing passenger cars 
accounted for 98 percent of the value of shipments in this industry. ' 
Broadly speaking, there have been three distinct phases in the history 
of concentration in this industry. The first was the industry’s 
formative years up to World War I in which numerous firms entered 
and withdrew from the business. No single firm was able to sustain a 
“poser: of dominance, and concentration was considerably below the 
evels which have prevailed since that time. The second was the 
pune of Ford’s dominance, beginning in the early part of World War 

and continuing, with the exception of the period of his transition from 
the model T to the model A in 1927-28, through 1930. The third 
a is from 1931 to date, in which the outstanding feature has 
een the increasingly dominant position of General Motors. 


The formative years 


By 1904, 35 companies were engaged in the production of auto- 
mobiles. ‘The leaders were the Olds Motor Works which produced 
about 4,000 cars, Ford with 1,708 cars, and Cadillac with 1,200 cars. 
These 3 companies produced approximately 37 percent of the total 
number of gasoline-driven cars made at that time.’ In the next 15 
years new companies mushroomed. The number of firms coming 
into business substantially exceeded the number of those going out, 
with the result that the number of firms existing in the industry had 
risen from 35 in 1904 to 88 in 1921—the industry’s all-time high.’ 

This growth in the number of firms was achieved despite a relatively 
high rate of failures, particularly up to 1912. In 1910 the rate of 
failure attained 26 percent, which was considerably higher than the 
percent that prevailed following the 1920 crisis and depression. The 
cause of the increased failures in 1910 was attributed to the change 
from single- and 2-cylinder automobiles to 4-cylinder automobiles. 
Involved in the problem of equipping cars with greater power was 
the necessity of redesigning many parts of the automobile, axles and 
transmission as well as the motor. Resistance by many automobile 
manufacturers to making the extensive changes involved in the higher 

owered motors led to disastrous results causing the loss of reputation. 

he change to higher power involved heavy expenses in order to 
buy new dies, jigs, and machinery. The uncertainty in the industry 

1U. 8. Senate, Subcommittee on Antitrust and Monopoly of the Committee on the Judiciary, Concen- 
tration in American Industry, Washington, 1957, p. 60. 

3 TNEC Monograph No. 27, Structure of Industry, 1941, p. 243. In addition, steam-driven automobiles 
were quite popular for a short period in the early 1900’s. The Locomobile Co. and the Mobile Co. turned 


out about 95 percent of the steam-driven carriages. (Ibid., p. 243.) 
3 Ralph C. Epstein, The Automobile Industry, A. W. Shaw Co., 1928, p. 176. 
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as to what to produce, due to the possibility of new techniques being 
developed, and in what price class to place the cars presented a 
further problem. 

After 1912 the percentage of failure in the automobile industry 
fell steadily: From 12 percent in 1912 to 1 percent in 1921. Epstein 
attributed the decline in failure to the standardization of parts and 
materials after 1912. Small companies in particular had suffered 
from the absence of standardization and interchangeability of parts 
before that time. But the Society of Automobile fen ineers helped 
to solve this problem by making specifications available to all auto- 
mobile companies. 

The level of concentration rose moderately, principally as a result of 
the increasing production of Ford and the formation of General 
Motors. Between 1909 and 1915 the top 3 automobile companies 
increased their share of total production from 42.1 to 51.2 percent. 
During this period Ford’s output rose from 12,300 to over 367,000 
cars. The early years of General Motors reflected the policies of its 
founder, W. C. Durant, who tried to meet the problem of rapidly 
fluctuating demand for different types of cars by buying up many 
different types of automobile companies. When Durant purchased 
the Cartercar in 1909, he went against the advice of others, but his 
answer was: ‘‘* * * how is anyone to know that Cartercar wasn’t to 
be the thing? * * * How could I tell what these engineers would 
say next? * * * I was for getting every kind of thing in sight, 
playing safe all along the line.” * 


The Ford era 


During most of the period from World War I to the early part of 
the great depression, Ford was not only the leading producer, but 
enerally turned out more cars than all other companies combined. 
he principal reason for its success was summarized by Nevins and 
Hill in their authorized biography of the company, “It should be 
remembered that in 1921 the Ford Motor Co. had occupied an enviable 
position. The cars of its chief competitors were then all much higher 
priced than the model T, and the low-income public was still pri- 
marily interested in price and reliability. The Ford offered both.” 5 
Ford’s dominance was interrupted in 1927-28 by the changeover from 
the model T to the model A—a shift that was necessitated by a pro- 
found change that had taken place in public taste. In the words of 
Nevins and Hill: 


The nimble, sturdy little Ford, even after the concessions of 1917-1920 to grace 
in design, and a further restyling in 1923, stood squarely on its reputation for 
utility. Nobody ever called the Model T handsome, much less beautiful; nobody 
ever rhapsodized over its silhouette; nobody ever praised its comfort. It could 
plow through bogs, surmount hills, skitter along slopes, and take stumps and rocks 
in its stride. Summer cloudbursts and winter blizzards merely gave it stronger 
heart. What more could anyone ask? As it turned out, people had begun to ask 
a great deal more. 

Partly because Henry Ford’s image of the farmer, mechanic, and shopkeeper 
had been formed in the pinched eighteen-eighties and eighteen-nineties, partly 
because he himself knew and cared nothing for art, and partly because he had an 
ingrained dislike of “conspicuous consumption’’—fine clothes, jewelry, great 
mansions, paintings, race horses, opera—he was insensible to certain broad tend- 
encies in American life. He did not realize that as farmers, mechanics, and 

‘ ow op. cit., pp. 182 
§ Allan 


183, 
ont apoes and Frank Ernest Hill, Ford, Expansion and Challenge, 1915-33, Charles Scribner’s Sons 
> PD. . 
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small professional people gained purchasing power, their horizons expanded. 
They wanted houses, clothing, furniture—and cars—which looked like prosperity 
and advancement. This was especially true of the wage-earning masses, whose 
ambitions in the United States have been shaped by middle-class ideals. The 
first Ford models were distributed in the broad reaches of the middle class. But 
this part of the population turned to other cars when the Model T ceased to be an 
outward sign of higher economic status—that is, when any car was suggestive of 
it—and in their wake the wage-earning segment showed the same tendency.® 

Given the choice between the economical and dependable but also 
ungainly Ford and a Chevrolet which for a hundred dollars more 
offered not only a better appearance but greater speed, better trans- 
mission, cooling, lubrication, ignition, and springs, the American 
public turned increasingly to the latter. In the early twenties from 
well over 50 percent of the total production, Ford’s output dipped in 
1925 to 45 percent and fell further to slightly more than one-third by 
1926. With the changeover to the model A, which virtually retired 
Ford from the industry in 1927 and 1928, Ford again resumed its 
leadership. In 1929 Ford and General Motors each held about a 
third of the total, and in 1930 Ford’s share rose to over 40 percent. 
But this was to be the last year in which it was the country’s top 
producer. In 1931 General Motors took the lead with 43 percent— 
never to lose it again. 





CHART I 


DISTRIBUTION OF TOTAL NEW CAR REGISTRATIONS 
GENERAL MOTORS, FORD, CHRYSLER, AND ALL OTHER™ 
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The General Motors era 


The history of General Motors, the world’s largest corporation with 
sales in 1957 totaling $11 billion, traces back to the Olds Motor 
Works, which was among the companies later consolidated into 
General Motors. The initial drive for the General Motors consolida- 
tion came from William C. Durant who, as early as 1908, proposed a 
consolidation of Ford, Maxwell-Briscoe, Reo, and Buick—then all 
independent companies. When this fell through,’ Durant organized 
the General Motors Co. He had already acquired the Buick Motor 
Co. in 1904; with the formation of his new company, he proceeded to 
acquire the Olds Motor Works and Cadillac Motor Co. The pattern 
of his organization was modeled on the trust structure popular in that 
day; control of the operating companies was exerted through a top 
holding company. In 1909 the General Motors Co. was the largest 
in the industry, offering to the public 10 separate makes and producing 
about 22 percent of the country’s total. Ford’s production was about 
10 percent.’ 

Then came one of the most spectacular dramas in industrial history. 
In the merger drive, Durant had overextended himself, and was 
forced out of his company by the lending bankers. A year later, in 
1911, he organized the Chevrolet Co. and made a fresh start. His 
new company expanded rapidly, and inaugurated the policy of ex- 
changing General Motors’ stock for Chevrolet’s. By 1915 Durant was 
again in control of his old company. The unusual circumstance of a 
larger company being swallowed by a smaller competitor necessitated 
a reorganization, and the present General Motors Corp. was formed. 

At the time there were approximately 75 firms in the automobile 
industry. General Motors’ share of total production had fallen to 
13.5 percent. The fortunes of Ford had prospered, and it accounted 
for about 41 percent of the total number of cars produced.’ Inde- 
pendent companies had the remaining 45 percent of automobile 
production. 

Once again, however, the cost of the merger accomplishment brought 

Durant into trouble. Some investments in his company had already 
been made by Du Pont officials in their personal capacity; in 1918, at 
the request of Durant, the Du Pont Co.—with substantial sums avail- 
able for employment—invested $25 million, and a year later added a 
similar sum.’ A condition of the investment was that— 
the Du Pont Co. would assume responsibility for the financial policies of the 
General Motors Corp. and that Mr. Durant would assume responsibility for 
operations.!! 
This arrangement proved fatal to the personal fortunes of Durant, and 
by 1920 be was forced out—this time for good. Pierre S. du Pont 
reigned for a few years as president, and in 1923 was succeeded by 
Alfred P. Sloan, Jr. 


7 Both Henry Ford and R. E. Olds made demands of $3 million each for their business, which Durant 
regarded as unreasonable. (Epstein, op. cit., p. 225.) 

§ TNEC Monograph No. 27, op. cit., p. 244; Epstein, op. cit., p. 324. 

* TNEC Monograph No. 27, op. cit., p. 244; Epstein, op. cit., p. 324. 

10 In recommending the original investment in 1917, John J. Raskob, treasurer of Du Pont, informed the 
finance committee that, after investments in new industries totaling $40 million, there was still a “‘balance 
of $50 million still seeking employment and it is imperative that this amount be —-, otherwise the 
earnings of our Company after the war will be insufficient to support the dividend policy and the matter of 
properly employing this money in a way that will result in proper return to our Company is one of most 
serious consequence.”’ Report of Federal Trade Commission on Du Pont Investments, February 1, 1929, 


p. 15. 
1 Tbid., p. 23. 
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With the financial backing of du Pont, General Motors rapidly 
improved its position. The association was not a one-sided benefit, 
however. As early as 1917 the treasurer of Du Pont had pointed out 
the advantages accruing to his company with the proposed investment 
in General Motors. John J. Raskob informed the finance committee: 

Our interest in the General Motors Co. will undoubtedly secure for us the 
entire Fabrikoid, Pyralin, paint and varnish business of those companies, which 
is a substantial factor.4 
That this materialized is indicated by the fact that in 1926 Du Pont’s 
sales to General Motors amounted to $9 million, over 9 percent of its 
total sales."* By this time Du Pont controlled almost a quarter of 
the common stock of General Motors, which, in the case of widely 
distributed stock, usually means complete control. 

Throughout the period in which Ford was dominant, General 
Motors held the No. 2 position in the industry. Since 1931, when it 
gained the No. 1 position, General Motors has usually accounted for 
over 40 percent of the registrations, and beginning in 1954 its share, 
except for 1957, has been in excess of 50 percent. Referring to GM’s 
possession of over 50 percent of the registrations in 1954, 1955, and 
1956, Senator Kefauver put a question to Mr. Harlow Curtice, 
president of General Motors: 

Senator Kerauver. Mr. Curtice, do you regard the growth of your company 
from about one-third in 1929 or 1930 to over one-half and the decline by the inde- 


pendents from one-fourth to less than 5 percent as a healthy trend in the economy 
and in the automobile industry? 


* * * * * * * 


Mr. Curticr. I regard that as a healthy situation as far as General Motors 
is concerned; yes. 

Senator Kerauver. Not so far as General Motors is concerned, Mr. Curtice. 
I am talking about the country and the industry generally. 

Mr. Curtices. I think it is a healthy situation for the country and the industry 
in general.'* 


The disappearance of the independents 

In 1925 companies other than Ford, General Motors, and Chrysler 
divided 28.1 percent of the automobie registrations among themselves. 
This percentage was shared by 46 independent companies. Nearly a 
quarter of a century later, the share held by the independents in the 
first quarter of 1958 has fallen to 9.6 percent, which was divided 
among two domestic companies—American Motors and Studebaker- 
Packard—and a variety of foreign makes. 

There is a widespread impression that while a great number of 
companies were organized to go into the automobile business, few 
actually produced cars over any period of time. In general terms this 
is true. One authority has estimated that by 1927 a total of 1,000 
distinct enterprises had been organized to manufacture automobiles.” 
But only 181 companies, according to Ralph C. Epstein in his classic 
study, actually did manufacture and sell automobiles between 1903 

i? Tbid., p. 18. 
18 Ibid., p. 7. 
4 U. 8. Senate, Subcommittee on Antitrust and Monopoly, Committee on the Judiciary, Hearings on 


Administered Prices, Part 6, Automobiles, 1958 (cited hereafter as Hearings), pp. 2502, 2503. 
16 Lawrence H, Seltzer, Financial History of the American Automobile Industry, Houghton Mifflin Co., 


1928, p. 64. 
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and 1926. And of these, 137 had retired by 1927."* Yet, as compared 
to the number of firms in the automobile industry today, the number 
of companies with a respectable life tenure in the industry’s earlier 
years was rather impressive. Of the 181 companies, Epstein found 
that 36 percent lasted 10 years or more and 19 percent lasted 16 years 
or more. The average length of life of the 181 was estimated at 9.4 
years, a rather lengthy period by today’s standards. 

More recent information on this subject has been provided by Dr. 
Ruby Turner Norris in the form of a chart which she presented in 
hearings of the subcommittee. This chart shows the life span of most 
of the principal automobile producers from the inception of the in- 
dustry to the present time. The bars that are in solid color represent 
the life span of companies which have disappeared entirely from the 
industry. The other bars show the life span of companies which are 
still in existence. They may have existed throughout the time span 
as separate entities (such as the Ford Motor Co.) or they may have 
been merged into or acquired by larger organizations which themselves 
are still in existence. In the latter case the bars show the life span of 
the company while it operated as a separate concern and also indicate 
the year in which it was acquired and the name of the acquiring firm. 

Thus the top bar on the chart indicates that the Winton Motor Co. 
came into existence in 1897 but disappeared in 1920. Next is shown 
the life span of the automobile companies which were absorbed in the 
consolidation of General Motors. The Olds Motor Works, which 
had been in business since before the turn of the century, the Buick 
Manufacturing Co., Cadillac Auto Co., the Carter Car Co., the Gar- 
land Motor Car Co., and the Ranier Motor Car Co. were absorbed in 
1908-09. They were followed by the Chevrolet Motor Co., which 
had been in existence as an independent company since 1911. The 
acquisitions by General Motors, as well as the other companies shown 
on the chart, include only acquisitions of companies engaged in the 
production and sale of automobiles; they exclude, for example, such 
important acquisitions as General Motors’ absorption of the Fisher 
Body Co. ‘The Chrysler Corp. had its genesis in the Maxwell-Briscoe 
Co., which was formed in 1904. Before becoming the Chrysler Corp. 
in 1924, Maxwell-Briscoe acquired the Chalmers Motor Car Co. One 
of the largest acquisitions in the history of the industry was the ac- 
quisition by Chrysler of the Dodge Bros., Inc., which was purchased 
in 1928. 

Of the 38 companies represented on the chart as having been in the 
automobile industry at one time or another, only six remain in busi- 
ness, and of these, Willys Motors Inc. manufactures jeeps, small 
utility vehicles, stations wagons, etc., but is not engaged in the pro- 
duction of passenger cars. As will be noted, most of the companies 
which disappeared entirely from the industry went out of business 
during the great depression. The chart also shows that since 1939 
only two companies have ventured into the industry—Crosley Motors 
Inc., which disappeared in 1950, and Kaiser Motors Corp., which was 
absorbed into Willys Motors Inc. in 1953. It will also be observed 


6 Epstein, op. cit., pp. 164, 168. 
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that General Motors represents a consolidation of 7 formerly separate 
and independent automobile companies, that Chrysler was a consoli- 
dation of 3, but that the only automobile company acquired by Ford 
was the Lincoln Motor Co. Perhaps the most important showing is 
the number of separate independent companies which, for considerable 
periods of time, did engage in the production and sale of automobiles. 
Certainly the highly restricted role of the independents today is quite 
different from the historical pattern of the industry. 

A further source of information on births and deaths is provided by 
a table submitted by the Ford Motor Co. to this subcommittee. 


Passenger cars: life span by makes, 1922-57 


12 years and over: 2-3 years inclusive: 
Chrysler, 1924—— Gray, 1922-25 
Pontiac, 1926—— Rollin, 1923-25 
LaSalle, 1927-40 Yellow, 1923-25 
DeSoto, 1928—— Falcon Knight, 1926-28 
Plymouth, 1928—— Erskine, 1926-29 
Willys Overland, 1930-55 Lafayette, 1934-36 
Mercury, 1938—— Under 2 years: 

8-11 years inclusive: Bay State, 1922-23 

ord, 1929-37 Ajax, 1925-25 

Graham, 1930-40 Diana, 1926-27 
Kaiser, 1946-55 Wolverine, 1927-27 
Rambler, 1950-—— Graham Paige, 1928-29 

4-7 years inclusive: Moon-Diana, 1928-28 
Star, 1922-28 Marquette, 1929-30 
Rickenbacker, 1922-26 Rockne, 1931-32 
Jewett, 1922-28 Continental, 1933-34 
Flint, 1923-27 Allstate, 1952-53 
Whippet, 1927-32 Edsel, 1957—— 


Austin, 1930-34 
Terraplane, 1932-38 
Crosley, 1946-52 
Frazer, 1946-50 
Henry J., 1950-54 


Source: Data supplied by Ford Motor Co. 


This table shows the passenger car makes entering and leaving the 
industry from 1922 through 1957. Since it begins in 1922 it aamtae 
most of the makes used by General Motors. The table differs from 
the chart presented by Dr. Norris in another respect, in that the former 
relates to companies whereas the latter applies to makes. Many of 
the names—Rickenbacker, Jewett, Mercer, Chalmers, Stephens, Win- 
ton, Maxwell, LaSalle, Locomobile—are reminiscent of an era long 
past. Of the 37 makes listed, 10 had a life period of less than 2 years 
and 6 were in existence for 2 or 3 years. But 10 passed the 4-year 
span, falling before the eighth year. Eleven survived 8 years or more. 
And 7 survived longer than 12 years. 


The narrowing of alternative choices 


With the elimination of all but two of the independents, the alter- 
native choices available to the automobile buyer have been corre- 
spondingly narrowed. At the opening of the subcommittee’s hearings 
on automotive demand, Senator Kefauver quoted the noted essayist, 


E. B. White, as follows: 


Thirty or forty years ago, when a man wanted a car, he had a fabulous assort- 
ment to choose from—everything from a jackrabbit to a bearcat. Big cars, small 
cars, medium-size cars, cheap cars, expensive cars, moderate-priced cars, high cars, 
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low cars, open cars, closed cars, gas cars, steam cars, electric cars; it was paradise. 
The trend in manufacturing has been to standardize the automobile, as though the 
consumer were himself standard and fixed. Big cars have grown smaller, small 
cars have grown bigger, all cars have grown lower, all cars have gone up in price. 
Sales of most American cars are lagging; only the foreign cars are enjoying an 
active market. 

My newspaper says that Detroit is reappraising the scene. Car makers are 
asking, ‘‘Do people want expensive chrome-covered, prestige-laden big cars, or 
do they want smaller and more economical basic transportation?” I think the 
answer to that is, there is no such thing as ‘‘people’’ in the sense that the word is 
used here. Every person is different. Some want expensive chrome-covered, 
prestige-laden cars; some want plain undecorated inexpensive cars that carry no 
more prestige than an old umbrella. Some want a car that is spacious, to carry 
big loads long distances. Others want a small, economical car for light going on 
short hauls.!” 


Compared with today, the price variety in automobiles of those 
days was startlingly great. Among touring cars, for example, a Ford 
model T in late 1923 could be purchased for only $380.% The 
Chevrolet Superior and the Overland 91 were a bit higher, selling for 
$495 each. The Gray was economically priced at $520. Several 
cars sold for less than $1,000. A partial list is as follows: ” 


TN Se S706. t Cope 49. kan. cutive nane nan $995 
ERR OR Oaks hi cticwossadun SRG: Rear MO on oo ieee cies tie ca 995 
Cente G86 oo see. ok 045 |: Gare. se so ccd cde dab SS 995 
eet B4-O:: wae 8 2 eine 965 | Studebaker, light 6.......-..--- 995 


A large number of touring cars sold for more than $1,000 but less 
than $1,500. These included the Auburn 6-43, $1,095; Chalmers, 
$1,185; Hanson 66, $1,395; Haynes 60, $1,295; Hudson, $1,425; 
Hupmobile, $1,125; Willys-Knight, $1,175; Chandler Six, $1,485; 
Jewett, $1,065; Stephens, $1,395. 

There was also adequate catering to more expensive tastes. Such 
cars as the Auburn 6-63, Jordan MX, Buick 48-55, and Kissel 55 
were priced just over $1,500. Above this range were the Apperson 8, 
Marmon, Peerless 23, Cadillac 61, and the Standard 99, none of which 
sold for more than $3,000. In those days one could also buy a Duesen- 
berg 8 touring car for $5,500, a Pierce-Arrow for $5,250, or a Lafayette 
at $5,000. 

The sedan, which was just beginning its burst of popularity, was also 
available in a wide price range. The Ford T was the lowest in price, 
selling for $685. Not too far above were the Chevrolet Superior and 
the Overland 91, each offered at $795. Under $1,500 were the Oakland 
6-44, Buick 34-9, Cleveland 42, Columbia Light 6, Gardner and 
Jewett. Other cars ranged higher, from the Hudson selling for $1,895 
through the Chalmers at $2,195, up and beyond to such stratospheric 
heights as the Dorris 6-80 priced at $5,800, and Lafayette at $6,500 


1 E. B. White, Letter from the North, The New Yorker, March 16, 1958, p. 37, reprinted in hearings, 
Pp. 3058-3059. 


18 The pricing philosophy of Henry Ford—revolutionary in the industry—is shown in the price changes 
of his touring car from 1909 through 1923: 


SE ia ddelan wine shit cneabenasionseee Saeebien GONE 8 TORT. Sa intnccuncuncicticahiscankoesaneel 

So Veveceqnemicwsisticceheemsincéelabnd FO b EOin ccwen pacddsvetinoudcnshdwaedentiaaiegl 450 
Ee indungaedendnsbnvgensctendagidsebesines GS Senin eascacttanctctndencedegeebebeainental 525 
Bid dchinabimidadidtabasccdshnbsnastumnen GOR F Se aednccbidcabictocndecbithadebacehae 600; 675 
DT saris elie ines dlp daa tenagaonaltin wn tuiiiag HEV Pidacansvhdcsssensimbagmbendaamet 510; 485; 450 
SUE déebube<sluetceecdhesummusebenatinonts GIES Senn cnnciactinbudsedtiiniisatnetadende 

NGG 6<56dieeseenubounmbntandnaddens il OOD £ BON Es dncdtbccndcecbchiene instante 380 
np neKetkeniniiwntemndonshnnmnonay 360 


Motor, May 1924 (p. 76). 
1 All of these prices were taken from Automotive Industries, October 4, 1923, p. 713. 
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and the Duesenberg at $7,500. Clearly, those were the halcyon days 
E. B. White was talking about. 

An examination of today’s prices for automobiles shows no such 
diversity. For the 1958 models, for example, there is not a single 
American car which can be purchased below $1,500. The Studebaker 
Scotsman 6 (2-door sedan) has the lowest factory-suggested price of 
$1,874. The lowest-priced Ford is the Custom 300 business 2-door 
sedan (6-cylinder), offered for $1,977. General Motors’ cheapest car 
is a 2-door utility sedan (6-cylinder) in its Chevrolet group priced at 
$2,013. Chrysler’s lowest-priced offering is a Plymouth 2-door busi- 
ness coupe (6-cylinder) for $2,028. 

Nor is the range of price comparable with that of the early twenties. 
The bulk of the cars are price-bunched between $2,000 and $4,000. 
Beyond this range there are deluxe offerings, and the prospective 
purchaser who can afford it can go up to $6,000 and even beyond. 
But for the person who wishes to stay below $2,000, there is little to 
choose from. 

The economic significance of this narrowing of choices was pointed 
up by Senator Kefauver in the following words: 

Years ago, if an automobile producer made a mistake—priced his car too high 
or came out with a design which did not appeal to buyers—the results, while 
fatal to him, were not necessarily injurious to the automobile industry as a whole, 
and certainly not to the entire economy. The market which he lost was filled 
by one or the other of his many competitors. 

Today, however, if the Big Three raise their prices unduly or put on the market 
models which do not attract consumers, or if there is an extended work stoppage 
because of a labor dispute, there is little alternative aside from foreign cars to 
which consumers can turn. They can only buy or not buy, and today they ap- 
pear to be doing the latter in large numbers.” 


CHAPTER 2. THE Sources oF GENERAL Motors’ DOMINANCE 


The persistence for over a quarter of a century of General Motors 
leadership and the long-term increase in its share of the industry from 
about a third to approximately a half raises the question of the sources 
of General Motors power. In the first quarter of 1958 General 
Motors accounted for 50 percent of the registrations of all new cars— 
both domestic and foreign. If the foreign makes are eliminated, the 
General Motors proportion rises to 56 percent. In terms of domestic 
production rather than registrations, General Motors proportion was 
also 56 percent. 

To what can General Motors’ position of dominance be attributed? 
Some of the reasons are obvious and need only be noted. General 
Motors has a strong dealer organization embracing the largest number 
of dealerships of any automobile company in the world. With its 
great size and power, it has ready access to capital and credit. Its 
advertising and sales efforts are unparalleled. General Motors has a 
reputation for producing cars of good quality. Owing to its greater 
resources it can exploit the novelty of frequent model and design 
changes to a greater extent than its competitors. General Motors is 
widely regarded as a highly efficient company—one that makes use 
of the most economical methods of mass production. It has also 
pioneered in putting on the market important innovations, of which 
the hydramatic drive is perhaps the best-known example. Because 
of their importance to any consideration of the causes of concentra- 


® Hearings, p. 3058. 
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tion, the latter two advantages of efficiency and innovations will be 
discussed at greater length in this chapter. In addition, there are a 
number of other sources of General Motors’ power which are less 
well-known. To a far greater extent than any of its competitors, 
General Motors is engaged in a number of industries outside the pro- 
duction of automobiles, a fact which gives it considerable “leverage” in 
any of the industries in which it is engaged. General Motors has also 
been a leading recipient of Government contracts, both for production 
and research and development work. Such contracts, by their very 
nature, usually confer important advantages upon the recipient. 
Partly because of the manner in which used car prices are determined, 
the prices of General Motors used cars appear to be relatively high— 
a fact which aids dealers in selling new GM cars; this may be due in 
part to the manner in which used-car values are arrived at. Each of 
these sources of power—General Motors’ conglomerate operations in 
other industries, its receipt of defense contracts, and the determina- 
tion of trade-in values—will also be explored in this chapter. 
Efficiency 

General Motors enjoys an enviable reputation both within and 
without the automotive industry as an efficient firm. It is not always 
clear whether what is being referred to is its business efficiency, i. e., 
its ability to show a high profit rate and steady earnings or its true 
economic efficiency, i. e., its ability to make the most economical use 
of resources and produce at the lowest possible unit cost. Its effi- 
ciency in the former sense is manifest from the most cursory inspection 
of its financial data. There seems to be a considerable body of 
opinion that it is a highly efficient firm in the latter sense as well. 
In the absence of unit cost data for the industry, it is certainly not 
the intention here to question this widely held impression. General 
Motors, it is conceded, is an efficient producer in both the business and 
economic sense of the term. 

There is one aspect to this question of efficiency, however, which is 
open to scrutiny. To what extent can General Motors’ position of 
dominance be traced back to the requirements of obtaining optimum 
plant efficiency? By the term “plant” is meant “‘a related complex 
of facilities for manufacturing components normally ‘integrated’ by 
the assembler and then assembling them.’* Principal among these 
components are engines and bodies. The question is, How large must 
such a plant complex be in order to obtain all, or at least virtually all, 
of the possible economies of production? 

It should be emphasized at the outset that an analysis of this 
question will not provide the answer to the further and related ques- 
tion of whether the operation of several separate plant complexes 
under common ownership and control yields economies that are not 
to be secured if they were each to be operated as an independent 
enterprise. In short, what is to be examined here is optimum plant 
size, not the question of whether economies exist in the operation of 
plural productive units. That there are possibilities for obtaining 
economies of this latter type has long been recognized. At the same 
time, it has also long been recognized that these possibilities for 
economies may be offset, in full or in part, by diseconomies resulting 
from excessive bureaucracy, inertia, difficulties in working out the 


31 Joe 8. Bain, Barriers to New Competition, Harvard University Press, 1956, p. 244. 
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best scheduling of the component plants, etc. But whether and to 
what extent oe economies exist in the automobile industry and 
whether and to what extent they may be offset by the attendant 
diseconomies are questions on which there are no bodies of data and 
accordingly will not be examined in this report. 

On the question of the optimum size of plant, or plant-complex as 
it should more properly be termed in the automobile industry, there 
are two recent bodies of data. ‘The first forms part of a study by 
Professor Joe S. Bain on the economies of scale. On the basis of new 
data obtained by questionnaire from the automobile companies, as 
well as other information, Professor Bain found that— 

In general, 300,000 units per annum is a low estimate of what is needed for produc- 
oes efficiency in any one line; there are probable added advantages to 600,000 
units. 

This represents from 5 to 10 percent of the industry’s national output. 

According to Professor Bain the requirements for size come more 
from the production of bodies and engines than from assembly: ‘In 
assembly alone, from 60,000 to 180,000 units per annum is con- 
sidered optimal * * *” ** He presents evidence showing that bodies 
and engines are typically integrated by the assembler or otherwise 
manufactured to special designs so as not to be generally inter- 
changeable with those used by other firms. It is the requirement of 
producing bodies and engines in the same plant-complex which 
is largely responsible for the increase from the 60,000 to 180,000 units 
needed for assembly alone to the estimate of 300,000 to 600,000 for the 
integrated operation. 

These estimates would be excessive if it were feasible for a number 
of separate automobile companies to secure their bodies and engines 
from firms specializing in the production of those components. This 
is a pattern of production which did exist in former years, but now 
a sort of endless circle exists. As long as there are so few companies 
in the industry as is now the case, it is most unlikely that any firm 
venturing to specialize in the production of engines and bodies would 
have enough customers to make its operations profitable. And as 
long as such specialty firms do not exist, any automobile firm must 
perforce produce its own engines and bodies. Professor Bain’s esti- 
mates may also prove to be excessive for future years, since he assumes 
as given the present state of technology. ‘There are on the horizon 
new technological developments, e. g., the possible substitution of 
plastics for steel in the body and the possible replacement of the 
present internal combustion gasoline engine by an electric motor— 
— of which would probably tend to reduce the optimum size of 
plants. 

The second source of information on this issue of optimum plant 
size is Mr. George Romney, president of American Motors Corp. 
Testifying before the subcommittee, Mr. Romney held that accord- 
ing to studies carried out by his company, the optimum output from 
an automobile assembly line is 62.5 cars per hour. The optimum 
balanced plant design would include 2 such assembly lines, and 1 
machine and press line to produce major parts and components to 
feed the assembly line. On a single 8-hour-shift basis, this aggregate 
plant would produce 1,000 cars per day (62.5X2X8=1,000). As- 


2 Tbid., p. 245. 
% Tbid., p. 245. 
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suming a 5-day week, and 180 to 220 days full operation per year, this 
plant would produce 180,000 to 220,000 cars annually.“ On a 
straight 2-shift basis the output would range from 360,000 to 440,000 
cars per year. Mr. Romney stated: 


Our studies based on our own experience and that of our competitors, is that 
optimum manufacturing conditions are achieved with a production rate of 62.5 
ears per hour per assembly line. To absorb the desired machine-line and press- 
line rate, two final assembly lines would be required. Of course your press line 
and your machine line are the principal lines on which you depend for work lead- 
ing up to subassemblies and the ultimate production of the car itself on the as- 
sembly line. This would result in production of 1,000 cars per shift. 

A company that can build between 180,000 and 220,000 cars a year on a 1- 
shift basis can make a very good profit and not take a back seat to anyone in the 
industry in production efficiency. On a 2-shift basis, annual production of 360,- 
000 to 440,000 cars will achieve additional small economies but beyond that vol- 
ume only theoretical and insignificant reductions in manufacturing costs are pos- 
sible. It is possible to be one of the best without being the biggest. 

* & * * * = * 


* * * my point is that when you get up to 180,000 to 200,000 cars a year, the 
cost reduction flattens out, from a manufacturing cost standpoint, and from 360,- 
000 to 400,000 on up it is a negligible thing. 


Comparing American Motors Corp. to his larger rivals, Mr. Romney 
observed: 


And Senator, they beat us in certain elements of cost and we beat them in certain 
elements of cost. 

We know that in relationship to their average plants—and incidentally you 
cannot say that any one of those big corporations produces cars at a particular 
level of efficiency because you will find varying rates of efficiency as between their 
pr enon plants. But taking their best and their worst, we beat them in a number 
of areas. 

We have got more modern facilities than they have got in many areas, We are 
using more modern equipment in many areas than they are using. 

Now they are using more modern (equipment) in some areas than we are using. 

Our material handling costs are less. Our overhead costs are less. We assem- 
ble the car more efficiently than they do in the main. 

Senator Winter. Do they agree with that? 

Mr. Romney. I will say this to you. That they have been over in our plant 
studying those methods because one thing about the automobile business is that 
you do not refuse to permit a competitor to come in your plant and take a look at 
how you are doing things. 

I think that is one of the fine things about the automobile industry, that there 
has been more than just a narrow approach. 

We have had Big Three companies in our plants in the last 2 or 3 years studying 
some of these methods that we use that are more modern than theirs. We are 
more modern in painting our cars than many of their plants. 


The estimates of Professor Bain (300,000 to 600,000) and of Mr. 
Romney (approximately 200,000 to 400,000) can thus be seen to be in 
the same general order of magnitude. If they are at all correct, the 
inevitable conclusion is that General Motors, with its annual output 
of around 3,000,000 cars, is from 5 to 10 times the size of the optimum 
size plant. 

This, of course, does not mean that General Motors has passed the 
point of optimum plant efficiency. Reflecting its longstanding policy 
of decentralization, General Motors production is carried on by a 
number of separate divisions and a larger number of plants. ‘The 
output during the 1957 model year of each of General Motors’ auto- 
motive divisions is as follows: * 

% Hearings, p. 2851. As is indicated from data on capital requirements submitted to the subcommittee 
Mr. awe estimates include the production of engines and bodies. 


* Tbid.,"p. 2852, _ 
" Ibid., appendix,’ p.°3546. 








16 ADMINISTERED PRICES—-AUTOMOBILES 


Number of cars produced, model year 1957 


PD oe kash eo, 405, 000 | Oldsmobile. ...............-. 384, 000 
IN its kad. ha een exten tie £69 OU  WOMMRO. 6 os oo ne eun Jdécsck 334, 000 
TO 6 one ancatonmus 1, 553, 000 


What is surprising is the extent to which the output of General 
Motors’ divisions, except two, falls within the general range of the 
Bain and Romney estimates. Cadillac’s production falls below the 
estimate, and possibly, because of its quality, it is not mass-produced 
in quite the same way as are the other makes. The output of Chevro- 
let, alone, is substantially in excess of the estimates. But not even in 
the case of Chevrolet does the comparison of its output with the Bain 
and Romney estimates suggest that its unit costs would be lower if its 
output were less. Those estimates only had to do with the size neces- 
sary to attain optimum efficiency; they did not purport to indicate 
whether, once that point is reached, unit costs begin to rise or remain 
relatively constant. Moreover, Chevrolet’s output, itself, is carried 
on in a number of plant- complexes, each of which may fall within the 
estimates. 

But while these estimates, supported as they are by the actual show- 
ings of the Pontiac, Buick, and Oldsmobile divisions, do not in any 
way disprove the widely held impression that General Motors is an 
efficient producer, they do suggest that a comparable degree of 
efficiency in production can be attained by an enterprise well below 
the size of General Motors. 

An indication of how much below, expressed in financial terms, was 
provided to the subcommittee by Mr. Romney at the request of the 
chairman. These estimates are based on current reproduction costs 
for building, machinery, equipment, and standard tools and dies, 
plus organizational expenses and estimated first-year losses. Mr. 
Romney chose to submit his estimates in terms of an enterprise 
producing 250,000 automobiles a year. His estimate of the total 
capital requirements for a new company with this production breaking 
into the market for the first time is $576 million *% (table 1). Of this, 
the amount required for manufacturing facilities is placed at $375 
million (table 2).” 

#8 Mr. Romney estimated that there would be required an additional $326.2 million involved in the setting 


up of dealers and distributors. Traditionally these requirements have, for the most part, been raised by the 
dealers and distributors themselves. The breakdown of this estimate is as follows: 


Independent dealer and distributor capital requirements 


ok EES Se ee ee eee $262, 500, 000 
I Sa a etal sidaedanhdnnbinemnnancndbibeioheahewouge: 18, 750, 000 
See RII, 8 8 Los os deen dss eighddesansnpaddccuibabnhbadatoos 45, 000, 000 

Total independent dealer and distributor capital requirements...............-... 326, 250, 000 


%* For 1 of the nonmanufacturing cost items, losses prior to start of production, Mr, Romney has | pre- 
sented supporting background which is as follows: 


Losses prior to start of production 
Burden and other variances: 
I i al lactate ientiinmnceipbtiennieeaaguimmmnnideneetit $8, 000, 000 
I ik cndi ns degidchbecmnusupdicngs becenenbensuangynimnenbdnenesénamenwapownsee 0 


Pe Ee SUED WON IIOD. o. .ndcnccapcendnednegeeusdviaswaknnnseneginadcmanie 8, 000, 000 


Operating expenses: 
I a alain dina health bods paiseabaanipandecihebnmedsauwslege 
ey SUID. oh. ce in cnebineiials bonbnceoerchicdunstasbbeaben 
Advertising and sales promotion (personnel) 
Research and engineering................... 
pe ee Gi SEINE cencveckecownsssenstccsuceneoecnnuscenscuncesnatth 


ee ny GUID ihc cnduitiodaicrinteddntcdcsdaneiannccenensimonmesenmebne 





‘Total losses prior te start of production... ccccccccncceccccccnccccccsccccccensseses 
Source: American Motors,Corporation, 
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TaBLE 1.—Capital requirements at today’s costs to provide facilities to produce and 


market 250,000 automobiles annually 


Cash— Working balance 
Accounts receivable 
MVONILONION cee rie a Se Cy a wibateendobe se See 
Prepaid insurance, taxes, etc 
Manufacturing facilities: 
Land, buildings, and building equipment- - --- $123, 712, 000 
Machinery and equipment and tools and dies. 251, 166, 000 


Investment in Canadian assembly plant, working capital, etc_--- 
Leasehold improvements, 21 zone sales location. ...........---- 
Pn is nie bk ein as W ois ant oie adie ead = ae 
POOCUIEE DOWN as > Hie onic doce aounnccpewnscesaaceastaeee 
Ne ssi Sao os cok ainda Sa. athe ween eng eee aka w Sr ee ae 
Organization expense—Underwriting discounts and commissions, 
Sou ceed: Bt 74 Dereent. oe eee 
Institutional advertising and advertising and sales promotion- --- 
Losses: 
Prior to start of production 
First year in production 


Total corporation requirements 


$30, 000, 000 
13, 500, 000 
56, 600, 000 

2, 800, 000 


374, 878, 000 
7, 000, 000 
3, 000, 000 


487, 778, 000 
— 25, 000, 000 


462, 778, 000 


45, 000, 000 
35, 000, 000 


23, 000, 000 
10, 400, 000 


576, 178, 000 


TABLE 2.—Manufacturing facilities at current replacement value to produce 250,000 


aulomobiles annually 


Land, buildings, and building equipment: 
Land and land improvements 


Buildings: 
Se hen notte that ine whe ata anaes $11, 000, 000 
Re TON LLG dan dl ninie teeter 1, 250, 000 
ES i ia oi dts wap Lil Chas aod Qc akin 3, 750, 000 
DOPE a ans Sid cists tine seperate a 1, 600, 000 
BINION on ai lt ka eth Deo aa 62, 270, 000 


Service parts 


8, 125, 000 


Office, cafeteria, etc 


Total buildings (6,500,000 square feet) 
Building equipment: 


-- 5,139,000 


General factory 


DURCNEN DOIN 4. kd vencnnewigddchewilake 1, 136, 000 
20tal Duliding equipment. jc. oo cock cn ceednasecp 

Total land, buildings, and _ building 
CORI OO coi doi wciucdigavcbaid, nad envi eee 

Machinery and equipment and tools and dies: 
Machinery: 

roundry degerimeiite.. ones cackwc ee sek $2, 800, 000 
DEGRGT COROT ooo cnc eunbsnbon 26, 560, 000 
Miscellaneous machining department___-_-- 6, 255, 000 
Transmission department___.....-.------ 12, 020, 000 


Rear axle department 
Forge department 


5, 391, 000 
3, 859, 000 


Heat treat department. _.........-....--- 193, 000 
Body department and assembly. _-.------ 1, 243, 000 
Freee cemarvniettss oo oe osc wade 37, 543, 000 
Nonproductive departments, ete_.....---- 21, 808, 000 


ROCRL PREC oii wind tree oe Ede nk emetae 
POGIpMSNS. Sil COUMTOMONE. 6 8 coc concn ncaccmmenmectn 
Tools and dies, all departments 


Total machinery and equipment 


Total manufacturing facilities 
Source: American Motors Corp. 


$5, 812, 000 


93, 134, 000 


24, 766, 000 


123, 712, 000 


117, 672, 000 
55, 621, 000 
77, 873, 000 


251, 166, 000 
374, 878, 000 
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It will be recalled that, according to Professor Bain, the major part 
of the capital entrance requirements consists of the amounts necessary 
to produce bodies and engines. The cost of machinery for the press 
department (in which the bodies are manufactured) is shown as 
$37.5 million, to which must be added $11 million as the cost of the 
building to house the press department. With respect to engines, 
the cost of the machinery and equipment for the motor department is 
placed at $26.6 million and for the foundry department at $2.8 million. 
Also required are $1.2 million and $3.7 million for the buildings to 
house the drop forge and the foundry, respectively. When to these 
sums are added those portions of other cost elements which are 
applicable to engines and bodies but cannot be segregated out from 
the estimates as shown, it would appear that half or more of the total 
for manufacturing facilities consists of amounts required to manu- 
facture engines and bodies. In this respect, the figures submitted by 
American Motors tend to corroborate, in general, the conclusions of 
Professor Bain. 

How does this total capital entrance requirement of $576 million 
compare with the total assets of General Motors today? At the end of 
1957 General Motors’ total assets were $6.8 billion. If it is assumed 
that the ratio of General Motors’ automotive to nonautomotive 
operations is the same in assets as it is in costs (65 : 35), the assets of 
General Motors which are applicable to automobile production would 
be $4.5 billion. This is more than seven times Mr. Romney’s estimate 
of capital entrance requirements. Actually, the discrepancy is even 
greater since an exact comparison would involve contrasting General 
Motors, not with a new entrant, but with another existing company. 
For an existing company already operating, capital requirements 
would naturally be much lower than the American Motors’ estimate. 
The organizational expenses, including advertising expenses and losses 
prior to the second year of operation, could be eliminated, bringing 
the total down to $463 million. Furthermore, a substantial portion 
of the buildings and machinery would already be in hand and would be 
partially written off against depreciation. Nonetheless, even aside 
from this consideration, the difference between the capital require- 
ments for a new entrant and General Motors’ assets engaged in auto- 
motive production is so great as to leave little doubt but that the 
greater part of General Motors’ size and dominance is due to factors 
other than the technological requirements necessary to secure optimum 
plant efficiency. 


Innovations 


Along with the necessity for efficiency, the principal economic 
rationale for large corporate size is the belief that society is now 
dependent upon large enterprise for technological progress. The view 
is widely shared that the nature of the inventive process has undergone 
a fundamental change. The day of the independent inventor and the 
small enterpriser as a source of technological advance is said to be 
over. According to this doctrine, the body of scientific knowledge 
has reached such dimensions that further contributions to progress 
can come only from teams of specialists working in modern labora- 
tories with modern expensive equipment and facilities. And it is 

%” Reflecting these considerations the total assets of American Motors Corp. at the end of its fiscal year 


on September 30, 1953, were $233 million. Moreover, 8 minor portion of these assets are devoted to the 
production and marketing of refrigerators (Kelvinator) and other appliances. 
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only the large corporations which can afford to hire the teams, con- 
struct the laboratories, and buy the equipment. In his important 
new book—in which, incidentally, he takes issue with this current 
line of thought—Prof. John Jewkes summarizes the rationale in the 
following words: 

The pith of the modern view is, therefore, that in the 19th century most in- 
vention came from the individual inventor who had little or no scientific training, 
and who worked largely with simple equipment and by empirical methods and 
unsystematic hunches. The link between science and technology was slight. 
Manufacturing businesses did not concern themselves with research. In the 
20th century the characteristic features of the 19th are rapidly passing away. 
The individual inventor is becoming rare; men with the power of originating are 
largely absorbed into research institutions of one kind or another, where they 
must have expensive equipment for their work. Useful invention is to an ever- 
increasing degree issuing from the research laboratories of large firms which alone 
can afford to operate on an appropriate scale.* 

Through various mediums, including statements before congressional 
committees, General Motors has been a leading contributor to this line 
of thought. Its expenditure of large sums on research and develop- 
ment has been well publicized; * it has opened with much fanfare a 
large technical center; it refers to itself as having an “inquiring mind”’; 
and it claims as its own, important innovations in automobiles and 
other industries as well. It is not the purpose of this section to ques- 
tion General Motors’ depiction of itself as a contributor to progress. 
The question here is whether GM’s present position of dominance has 
been achieved in any significant degree by a record of performance in 
creating innovations that surpasses the performance record of the rest 
of the industry. For its share of the industry to have risen as a result 
of innovations, it is necessary not merely for General Motors to have 
made innovations; since other companies were also making innova- 
tions, it is necessary that General Motors’ record surpass that of the 
rest of the industry. Obviously this is not a question which lends itself 
to precise measurement. Some light on the issue, however, can be 
shed by reviewing the history of some of the more important innova- 
tions which General Motors claims to have made and by contrasting 
them with innovations contributed by other automobile companies. 

In testifying before this subcommittee in 1955, Mr. Harlow Curtice, 
president of General Motors, presented a list of General Motors, 
“firsts.” °3 On two of the items listed by Mr. Curtice, Freon and 
tetraethyl lead, there seems to be little doubt that General Motors 
was primarily responsible for both the research and development 
work.* Freon was the first nontoxic nonflammable refrigerant and 
in Mr. Curtice’s words “has been responsible 1 in large measure for the 
great growth of the refrigeration industry.” Tetraethyl lead was 
developed to eliminate engine knock and make possible the use of 
higher compression engines. Both of these innovations share in com- 
mon a number of interesting characteristics. Neither was in the field 
of automobile manufacture per se, although the latter made possible 


31John Jewkes, David Sawers, Richard Stillerman, The Sources of Invention, Macmillan & Co. Ltd., 
1958, p. 31. 

82 In 1955, however, the research budget of General Motors was only about $12 million—or one-tenth of 1 
percent of sales. (Fortune, June 1956, p. 140.) 

33 84th Cong., Ist sess., Hearings before the Subcommittee on Antitrust and Monopoly of the Senate 
Committee on the Judiciary, pt. 7, 1956 (cited hereafter as Hearings 1955), p. 3509. In addition, Mr. 
Curtice cites a number of styling advances introduced by GM, among which are the curved or panoramic 
windshield and the hardtops. Both have been the objects of considerable criticism, the former on the 
grounds that it impairs visibility and the latter on the grounds that it lessens needed body rigidity and 
deprives the car of the safety provided by center posts. 

4 Of. Jewkes, Sawers, and Stillerman, op. cit., pp. 263, 392. 
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the use of better engines. Both represented achievements by the 
research staff of an automobile company in the somewhat foreign field 
of chemicals. And both were in fact largely the product of the same 
two individuals, Mr. Charles Kettering and Mr. Thomas Midgley, 
both of whom, incidentally, had begun their joint work on antiknock 
compounds before joining General Motors.* 

The innovation stressed most strongly by Mr. Curtice as an example 
of General Motors’ inquiring mind in action is the automatic trans- 
mission, of which there are two types; the hydramatic drive and the 
torque converter. With respect to the former, Mr. Curtice stated: 

A central office transmission development group was assembled to undertake 
work on automatic transmissions. Eventually a semiautomatic type was de- 
veloped. Oldsmobile pioneered its commercial application in 1937. Two years 
later in 1939, the revolutionary hydramatic transmission, another General Motors 
first, was introduced, also by Oldsmobile. It was adopted by Cadillac in 1940 and 
by Pontiac in 1947.% 

With respect to the torque converter, Mr. Curtice, after recounting the 

experience gained by General Motors in producing transmissions of this 
eneral type for tanks and other military vehicles during World 
Var IT, stated: 

After World War II the inquiring minds of General Motors research men and 
engineers centered once more on commercial production. The result was the 


introduction in 1948 of the Buick dynaflow, the first torque converter-type trans- 
mission ever developed for a passenger car in quantity production.*? 


It should not be thought, however, that either type of automatic 
transmission burst full-blown from the inquiring mind of General 
Motors. Behind each was a long period of invention and develop- 
ment, of which the successful adaptation to passenger cars by GM 
represented only the last stage. According to Professor Jewkes, 
important components of automatic transmissions were invented as 
far back as 1904 by H. Féttinger, who was seeking a method of replac- 
ing electric transmissions in ships. Jewkes goes on to state: 

The hydraulic coupling was first applied to vehicles by Harold Sinclair, an 
American engineer who interested the London General Omnibus Co. in his idea. 
The Company first fitted the coupling to buses in 1926. As the ‘Fluid Flywheel” 
it was used in 1930 in Daimler cars, combined with the Wilson epicyclic gearbox. 
The Hydra-Matic, invented by Earl A. Thompson, is basically similar to this 
Daimler layout with one vital innovation, that of effective automatic control. 
Thompson was a brilliant engineer who had joined the Cadillae Co. as a consultant 
in 1926 to develop his earlier invention of the synchromesh gear.*8 

The torque-converter type traces back to 1928 when it was invented 
by Alf Lysholm of Sweden; in 1933 it was adap ed by a British firm 
for buses and railcars—the first commercial application of the con- 
verter. Other contributions were made by Scottish, Italian, German, 
and American inventors. Referring to work done in the United 
States by Schneider and Spannhake, Jewkes states— 


Some of their torque converters and converter-couplings were used on military 
vehicles during the war; the first commercially successful civilian application of 


85 Another innovation cited by Mr. Curtice as also having been developed by General Motors but which 
is also outside the field of automobile production is the 2-cycle lightweight diesel engine. The success of 
General Motors in this field was facilitated by its purchase of two small companies, Winton Gas Engine 
& Manufacturing Co. and the Electromotive Co. Winton had constructed the first diesel to be built com- 
pletely within the United States, while Electromotive had constructed a large number of railcars with a gas 
engine and electric transmission. By acquiring these firms, “General Motors thereby brought under 
their control some of the most experienced persons in this branch of engineering.” (Ibid., pp. 294-295.) 

% Hearings 1955, op. cit., p. 3507. 

#7 Thid., p. 3508. 

% Jewkes et al., op. cit., pp. 263-264. 
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the converter-couplings in the U. S. A. was on White buses in 1946, under license 
from the Schneiders. 


It was not until 2 years later that a torque-converter type of trans- 
mission first made its appearance in a General Motors passenger car. 
According to Jewkes, the principal contribution by General Motors 
was the devising of “an ingenious combination of the converter- 
coupling with epicyclic gearing.” ® 

Summarizing the history of the development of automatic trans- 
missions, Professor Jewkes states: 


The inventions here have, therefore, come from very different sources. The 
outstanding original inventions of the torque converter and the hydraulic coupling 
were made, with an eye on marine uses, by an electrical engineer employed by 
a shipbuilding company. The improvement of the epicyclic gearbox was largely 
the work of a consulting engineer. Success in applying torque converters to 
vehicles was largely the work of individuals, although the Lysholm-Smith con- 
verter arose in a company. Individuals had much to do with the invention and 
development of a satisfactory converter coupling which has proved of the greatest 
importance. On the other hand, the combination of the hydraulic coupling ard 
automatic epicyclic gearbox, in the form of the Hydra-Matic, arose through the 
cooperation of a gifted individual and a large corporation.‘ 


Other automotive innovations cited by Mr. Curtice as General 
Motors ‘“‘firsts’’ were: 


* * * the harmonic balancer, the“fuel pump, V-type fan belts, hydraulic lash 
adjuster, aluminum oxide spark plugs, resonance intake silencers and mufflers, 
new high load-carrying bearings, and crankcase ventilation. 
* * * * * * * 
Cadillac, which introduced the first V-8 engine built in this country in 1914, 
developed the first modern V-8 higher compression engine in 1948, 
* * * * oS * oe 
We were the first to offer cellular type radiators (1920) and oil-less Durex bear- 
ings (1923). Duco lacquer, which reduced painting and drying time from days 
to minutes, was introduced in 1923. We pioneered the development of high- 
pressure lubricants (1929) and independent front-wheel suspension (1933). 
In the area of safety we have to our credit such inventions and improvements 
as foot-dimmer switches (1927), inside control door latches (1933), the autronic 


eye (1952), tinted and panoramic windshields (1950 and 1954), safety door locks 
and safety-aim headlamps (1955).* 


It will be observed that Mr. Curtice lists high compression engines 
“fas pioneered by General Motors through its research discoveries.” @ 
But the trend toward higher compression engines has been going on 
throughout most of the industry’s history. According to a publica- 
tion of the Automobile Manufacturers Association, Hudson intro- 
duced in 1916 a compression ratio in automobile engines of 5:1 which 
at the time was considered new and high. Mr. Curtice mentions the 
necessity of inventing “‘resonance intake silencers and mufflers.”’” Yet, 
according to the association’s publication it was Studebaker which in 
1930 first introduced intake silencers and full-powered mufflers. Mr. 
Curtice rightly states that it was Cadillac which in 1914 introduced 
the first V-8 engine built in this country. But it was Ford, of course, 
which was first to use the V—8 engine in a low-priced car. 

39 Jewkes et al., op. cit., p. 265. 

0 Thid., pp. 265-266. 

41 Hearings 1955, op. cit., p. 3509. 

42 Idem. 

4 Chronology of the Automobile Industry, compiled by the Automobile Manufacturers Association, 
1939; A Chronicle of the Automotive Industry in America, 1893-1946, prepared by Eaton Manufacturing 
Co., Cleveland, Ohio, 1946, p. 52. (The latter brings the former publication up to date with some revisions 


in information.) 
“ AMA chronology, op. cit. 
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Moreover, in the case of one important innovation, power steering, 
the record of General Motors is one of neglect of an innovation invented 
by others but to which it had acquired rights. According to Jewkes, 
two Americans, Harry Vickers, who founded Vickers, Inc., and Francis 
W. Davis, who worked privately, were ‘‘mainly responsible for the 
invention and much of the development of hydraulic power-assisted 
steering systems.” Most of the development work was done in the 
late twenties and Davis’ patents were issued in 1931-33. General 
Motors agreed to take a license, but in 1933 abandoned its plans to 
introduce power steering: 


Davis found it difficult to convince manufacturers of the practicability of power 
steering for passenger cars; though General Motors had indeed planned to start 
production in 1941, the war intervened. After the war, the ease with which Gen- 
eral Motors could then sel] cars made them disinclined to introduce it. 

The first company to introduce power steering for passenger cars was Chrysler 
in 1951, using the Gemmer Manufacturing Co. design which incorporated Davis’ 

“open-centre’’ valve and hydraulic reaction. General Motors then made a licens- 
ing agreement with Davis in respect of certain improvements, and within 2 years 
their production of power-steering units reached 1 million a year. Davis said in 
1954 that if he had known in 1926 what tremendous obstacles he would encounter 
before his invention reached the mass-production stage, he would never have 
attempted to invent the gear.*® 


In an article entitled “How Strong is GM Research?” Fortune 
magazine in its June 1956 issue concludes that— 


Despite the glitter of its new technical center, GM has not yet proved that it 
has a research laboratory of front rank. Until very recently Detroit had never 
done much through research as scientists understand it. Most of its so-called 
research achievements have fallen rather under the head of advanced engineering. 

* ~ * a * * ® 


But for the next 10 years [1945-55], except for the fact that the technical 
center was being planned and built, there was no striking evidence that GM 
really believed in the importance of fundamental science. 

* * * * + * * 

In 10 years it should be clear whether or not GM can develop the passion for 
basic research that now exists in a few of the top industrial laboratories. Per- 
haps it will not be possible in an industry where the annual model change plays 
such a tremendous role.” 


In order to form an impression as to whether General Motors has 
in fact outpaced the rest of the industry in developing innovations, 
it is necessary to examine the contributions made by other firms. 
Both Ford and Chrysler have submitted their own lists of ‘“automo- 
tive firsts’ to the subcommittee. Meaningful qualitative compari- 
sons are difficult to make, and any attempt at weighing, quantita- 
tively, the relative values of different innovations would be doomed 
to failure. The problem is compounded by the fact that several com- 
panies are often found to claim credit for substantially the same 
development.” Nevertheless, there is no available evidence to indi- 
cate that General Motors enjoys any preeminence in the field of 
automotive innovation. 

45 Jewkes et al., op. cit., p. 343. 

 Thid., p. 344. 

Fortune, June 1956, pp. 139-140, 194. 

4 The following material on Ford and Chrysler innovations has been taken largely from the Ford Motor 
Co.’s letter to the subcommittee, dated July 31, 1958, and the Chrysler Corp.’s letter, dated July 30, 1958, 

4## As noted above, General Motors takes credit for the ‘‘panoramic’”’ windshield. Ford, however, claims 
that its 1949 Lincoln was the first car to utilize a curved glass windshield, while Chrysler states that it intro- 
duced a one-piece curved windshield in 1934 which was the forerunner of today’s compound curved wind- 


shields. Parenthetically it may be observed that a distortion-free curved-glass windshield has yet to be 
developed in the industry. 
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Between 1906 and 1908, Ford combined the engine and transmission 
into a single assembly for mounting in the chassis, introduced the 
wiring harness into the electrical system, the removable cylinder head 
for multicylinder engines, and the first cast-in-block 4-cylinder engines, 
all innovations which are still in use in the industry today. Ford’s 
contributions have continued through the years, a few examples being 
the seam-welded gasoline tank (1927), cast alloy steel crankshaft 
(1932), an infrared paint-drying process still used extensively, the 
ball-joint suspension in the steering mechanism which has made 
possible the use of wide tread tires, and many others. 

The Ford Motor Co.’s greatest contributions to automotive progress 
have been in the field of manufacturing methods which have permitted 
the utilization in the low-priced field of innovations previously availa- 
ble only in the most expensive cars. Indeed, it was Ford’s moving 
chassis assembly line of 1913 which made the automobile a vehicle 
for mass transportation. The development of inexpensive closed 
body types was facilitated by Ford’s introduction into this country of 
the continuous plate glass manufacturing process. The 1927 Model A 
was the first low-priced car with full-pressure lubrication, hydraulic 
shock absorbers, and laminated safety glass windshield as standard 
equipment. In 1932 Ford became the first company to mass produce 
V-8 engines, developed in Europe and utilized by General Motors only 
in the Cadillac line. 

In the years since World War II, Ford’s pioneering role in the use of 
automation in car manufacturing is well known. Less familiar, but 
also important, has been Ford’s introduction into the United States 
and development of the German shell molding process, which makes 
aie ag more accurate and less expensive castings than those produced 

y the conventional dry core process. The company’s own evaluation 
of its innovating activities is that— 
we believe that we have made more of the important and universally accepted 
contributions than have any of the other car manufacturers.*° 

The Chrysler Corp. has also provided its share of innovations in 
autemobile manufacturing. The earliest Chrysler offered (1924) was 
itself an innovation, built around the first production line high-com- 
pression engine developed in the United States; other standard-equip- 
ment features included aluminum pistons, a carburetor with an air 
cleaner, and four-wheel hydraulic brakes. In subsequent years, 
Chrysler introduced rubber steering gear and body mountings, rust- 
resistant fenders and sheet metal parts, self-lubricating bearings, 
windshield defroster vents, power-operated convertible tops, the use 
of helical gears throughout the transmission, and many other signifi- 
cant features which were widely adopted. The company’s 1938 
fluid drive, which eliminated metal-to-metal contact between the 
engine and driving wheels, was an important step in the development 
of automatic transmissions. 

Power brakes were made available by Chrysler in 1932, nearly 10 
years later than Rolls-Royce but earlier than any other American man- 
ufacturer. As stated above, power steering for passenger cars was 
first offered by Chrysler in 1951. The rise of the station wagon as 
an important body type in the industry dates back to this company’s 


i 


® Ford Motor Co., letter cited. 
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a logical step in view of the fact that Chrysler offered all-steel sedan 
bodies some years before either Ford or General Motors. 

It should be evident from the above that General Motors’ advantage 
over Ford and Chrysler in creating innovations must be regarded as 
virtually nonexistent. There remains the further question of con- 
tributions by companies outside the Big Three. Donald A. Moore 
states that ‘“‘the small producers have done more than a proportionate 
share of pioneering.” In so doing, he continues, “‘they seem to per- 
form an important function in the market, displaying a competitive 
vigor born of necessity.” *! Upon request of the chairman, the 
American Motors Co. submitted to the subcommittee a list of innova- 
tions originating with the smaller automobile companies.*? 

According to this list, the all-steel body was introduced by Oakland 
in 1912 and the all-steel closed sedan body by Dodge in 1923. Marmon 
came up with the rear-view mirror in 1912. In 1913 noiseless rear 
axles, which had been developed by the Gleason Gear Co., were first 
used on the Packard. Hudson was the first with the sedan-type 
body which it introduced in 1913 and developed into the first low-cost 
closed car in 1920. Adjustable front seats were first contributed by 
Kissel Kar in 1919. Duesenberg was the pioneer with 4-wheel brakes, 
introducing mechanical 4-wheel brakes in 1920 and hydraulic 4-wheel 
brakes 1 year later. Rubber engine mounts, which were an important 
contribution in reducing noise and vibration, were introduced by Nash 
in 1922. Also in 1922 Studebaker came out with automatic spark 
control. Hudson was first with the natural-grip steering wheel in 
1928. In conjunction with Borg-Warner, Studebaker introduced the 
overdrive in 1935. The placement of the starter on the instrument 
panel was first made by Hudson in 1931. Hydraulic valve lifters, 
which some makes have introduced only in recent years, were first 
introduced by Pierce-Arrow in 1932. In 19?3 in conjunction with 
A. O. Smith, Nash brought out turn signal indicators. Also in 1933 
Pierce-Arrow, with the assistance of Stewart-Warner, brought out 
automatic power braking. Placing the spare tire in the trunk com- 
partment rather than mounting it outside the body was first done by 
Hudson in 1934. And in the same year Hudson was the first .to 
make the trunk an integral part of the car body. Putting the gearshift 
on the dash was first done by Reo in 1934. Thin-wall babbitt bearings, 
which increased bearing life and made possible higher horsepower, were 
originally developed by the Cleveland Graphite Co. and introduced 
by Studebaker and Nash in 1935. Studebaker was also first with 
the power-operated windshield washer in 1938. In the same year 
Nash introduced the pressurized fresh-air heating system with cowl 
intake. One year later Hudson brought out airfoam cushions and 
the safety hood latch. First to introduce automobile air conditioning 
in 1939 was Packard. Complete single-unit construction, now 
featured by Lincoln and Thunderbird, was first brought out by Nash in 
conjunction with the Budd Manufacturing Co. in 1940. In 1951 
Kaiser-Fraser was the first with a crash panel to protect front-seat 
passengers. Torsion-bar front suspension, now featured by Chrysler, 
was introduced by Packard in 1955. 

Since 1956, there have only been two small companies, i. e., other 
than the Big Three, in the industry. In testifying before the sub- 


8 The Structure of American Industry, edited by Walter Adams, Macmillan & Co., N. Y., 1955, p. 309. 
® Letter from American Motors Co. dated March 4, 1958, reprinted in Hearings, Appendix, p. 3812, 
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committee, Mr. George Romney described some of the more recent 
innovations which have been made by these companies, Studebaker- 
Packard and American Motors: 

Studebaker-Packard pioneered torsion-bar suspension, separate rear-wheel 
traction, greater driver vision, front and rear, as well as other functional and 
styling advances. 

American Motors pioneered modern car heating and ventilating, low-cost air 
conditioning, improved body painting and rust prevention including full-body 
dip, smaller and more economical cars and, most fundamental of all, the applica- 
tion to automobile design of latest engineering principles developed in aircraft 
construction. 

Mr. Romney went on to describe the way in which recent develop- 
ments in the industry would, as he interpreted them, have the effect 
of retarding the introduction of innovations by the Big Three while 
at the same time opening up the field for their introduction by smaller 
S nce of smaller firms. He 
head. General Motors as the company which first started the 
trend toward the big American car. GM substituted “more luxury, 
more comfort * * * and styling * * * in automobiles’’™ for Henry 
Ford’s concept of an automobile as just plain transportation—‘‘it 
gets you there and it gets you back.’”’ After World War II, Romney 
described Ford and Chrysler as having “jumped on that bandwagon”’ 
by simply adopting the “GM _ product philosophy, and the result 
is all three of them began to build products based on the same 
product idea.” Now that they are aboard the bandwagon of 
the “big American car’ product philosophy, Mr. Romney said that 
“they are musclebound, and they have got heavy fixed investments in 
building cars the way they have been building them in this country.” 
Because of the “musclebound state’ of the Big Three, Mr. Romney 
believes that they have ignored the fact that the automobile is going 
through a third phase in which “people need cars today for their 
personal mobility.” *’ This phase Mr. Romney claims is conducive 
to multiple-car ownership. Summing up his views on the big Ameri- 
can car’s inappropriateness for personal mobility, Mr. Romney said 
that it is “utterly ridiculous to use a $4,000 car for the wife to go 
down to the grocery store and get a loaf of bread.” * Therefore, 
Mr. Romney conc ludes that the crowding of all Big Three automobile 
companies into the ‘big American car’’ market ‘Jeav es the field of 
small cars suitable for ‘“‘personal mobility’? and going “down to the 
grocery store’ open for such small companies as still exist. 


a 














General Motors’ conglomerate operations 


To a far greater extent than its competitors, General Motors is 
engaged in industries other than those involved in the production of 
its principal products. Some 35 percent of General Motors’ total 
sales and costs relate to activities other than the manufacture and 


83 Hearings, p. 2873. 
4 Tbid., p. 2858. 

88 Idem, 

% Idem. 

8 Tbid., p. 2859, 

58 Idem. 
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sale of passenger cars and trucks.» This form of expansion, referred 
to as conglomerate expansion or diversification, is not invariably a 
source of strength. Many corporations, in their efforts to find se- 
curity through diversification, have in fact found the opposite. The 
entrance into an unfamiliar industry inevitably occasions certain 
diseconomies. *If the industry entered is one of low concentration 
and active price competition, the possible gains may not be sufficient 
to offset the diseconomies, with the result that what had appeared to 
be a profitable prospect may be transformed into a costly venture. 

Generally speaking, General Motors seems to have avoided the 
perils of unwise diversification and carried out its conglomerate ex- 
pansion in such a way as to add to the power and the profits of the 
corporation as a whole. In most of the fields into which it has ex- 
panded it has attained, either upon entrance or shortly thereafter, a 
relatively large share of the industry. By any standard, this has 
been sufficient to give General Motors in each of these industries 
what economists call ‘‘monopoly power.”” Armed with this monopoly 
power the company can exert “‘leverage’”’ on any of the industries in 
which it is engaged, eliminate or discipline troublesome competitors, 
constantly improve its position, and secure from its control of price 
monopoly profits which it can use for expansion into still other in- 
dustries. 

While an examination of its present conglomerate activity is 
necessary in explaining the predominant position held by General 
Motors in the automobile industry, the analysis is limited by the 
refusal of General Motors to make public a breakdown on the profits 
and other financial data of its various operations. It publishes only 
overall figures on its activities; and has declined even to present data 
on broad groupings of its functions. Until General Motors sees fit 
to acquaint committees of the Congress and the public with the 
detailed facts, the presumption must remain that the possibilities 
inherent in operating a corporation which possesses monopoly power 
in a number of different and unrelated industries are not ignored. 

By comparison with General Motors both Ford and Chrysler 
appear to have confined their activities largely to the automotive 
field. As contrasted to the figure of 35 percent for General Motors, 
only 18 percent of Ford’s total sales and costs relate to activities 
other than the manufacture of passenger cars and trucks.” While 


0 General Motors Corp. 
Sales: [Dollars in millions] 
nO I OS at whucadabwaabbwdidaducdtchoudadeoans $10, 990 
(2) Passenger car and truck sales...............-.........-..--- Dedsasdan bein vik $7, 162 
(3) Ratio of (2) to (1), percent .-.- ish nathan. oh Bike eles nad ooelnd erie «deine thatch serdwtlnrkeatde 65. 2 
Costs: 
a cbabseekenhtsntacdawakersancsos .---- $9,436 
nO RN NE CUE I Sos ccna ewabupinciaccwnaswbebeshvsshacesekncetes $6, 150 
ee GO aS ee ee ere <a hockehttewest 65. 2 


Source: Annual report and special report to subcommittee. 


Ford Motor Co. 
{Dollars in millions] 


Sales: 
ae ar I I OD i as se alain entigneensbiinnneosegeereus $5, 771 
(2) Passenger car and truck sales ($2,1202,224,205 units) ..................---..--------. $4, 715 
Nee TT re co cdudinibiebebeuweinssbedeeehecnocsbenseuane 81.7 
Costs: 
ee nn GC UU... an dsibananinbecddbidsesereteebtasaubeeds $5, 245 
(5) Passenger car and truck costs ($1,945X2,224,205 units) ..................-.--.---.------ $4, 326 
rn nc ca cemsdcbanindaniebutbien tem wnniiiininendien aoe 82. 5 


Source: Annual report and special report to subcommittee. Ford car and truck sales obtained by 
multiplying unit revenues (reported to subcommittee) by physical volume of sales (annual report). 
Total automotive costs obtained by multiplying unit cost by output. Unit cost for this purpose 
was estimated by subtracting $175 profit before tax (equivalent to reported $84 per unit after tax) 
from reported unit sales value of $2,120. 
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figures are not available, it is oe that the proportion for Chrysler 
is even lower. The contrast between GM and the other two members 
of the Big Three in this regard is revealed in more detailed form by 
a report prepared by the Federal ‘Trade Commission on concentra- 
tion and diversification in American industry as of 1950." Data are 
presented showing the 4 largest producers in each of the so-called 
5-digit product classes of the United States Bureau of the Census. 
Though the statistical information presented is for the year 1950, it 
can reasonably be presumed that the data understate the degree of 
concentration that has been achieved in subsequent years. 

Chrysler, the smallest of the Big Three in automobile manufactur- 
ing, was listed among the top 4 in 7 product classes in the Federal 
Trade Commission report. Almost without exception these product 
classes related to automobile manufacture.” Ford rated the top 4 
in 22 product categories, most of which were concerned with the 
automotive field. 

The listings for General Motors were far more extensive, indicating 
the highly conglomerate character of its operations. In only nine 
cases did this company share product categories with Ford and/or 
Chrysler—all related to various aspects of automotive manufacture.™ 
In addition, General Motors was named among the top 4 in 22 other 
product classes. It is 1 of the 4 largest companies producing diesel 
engines, trucks and truck tractors, motor buses, railroad locomotives 
and switchers, bicycles, and aircraft engines and propellers. It is a 
major producer of household refrigerators, service and household 
machinery, cast iron heating boilers, household electric ranges, and 
the like. The company is one of the big four in several fields relating 
to equipment and parts for these end products, and much of this 
production, of course, enters directly into their own fabrication and 
assembly. 

Most of General Motors’ activities appear to be confined to indus- 
tries in which the degree of concentration is relatively high. This is 
shown in the table below which lists the product classes in which the 
company ranked as 1 of the 4 largest producers and reveals the degree 
of concentration existing in that field in 1954.6 Since the 1950 
concentration ratios were based upon a census sample study, the 
concentration ratios for 1954—based upon a full census coverage 
and thus more accurate—were used. What this table shows is the 

61 Report of the Federal Trade Commission on Industrial Concentration and Product Diversification in 
the 1,000 Largest Manufacturing Companies, 1950, published January 1957. 

62 Passenger cars, knocked down or assembled; truck tractors, truck chassis, and trucks produced from 
chassis made ir the establishment; engines and parts and accessories for motor vehicles; wooden wire- 
bound boxes for industrial and other uses; drop, upset, and press steel forgings (only closed die); gasoline 
engines, except outboard, aircraft, automobile, truck and bus; plain bearings and bushings. 

6 Pyroxylin-coated fabrics; resin-coated fabrics; other impregnated and coated fabrics (oilcloth, etc.); 
hardwood dimension, other than furniture; millwork products, n. e. c.; box shook: fruit, vegetable, indus- 
trial; hardwood distillation products; sheet (window) glass; laminated glass; gray iron castings; steel cast- 
ings (carbon, alloy and stainless); job stampings, automotive; incandescent vehicular lighting equipment; 
steel springs, other than wire springs; wheel-type tractors; jigs, fixtures, forming stamping and piercing 
punches and dies, die sets, and subpresses; electrical equipment for internal combustion engines; wooden 
wirebound boxes; engines and parts and accessories; drop, upset and press steel forgings; passenger cars; 
truck tractors, truck chassis and trucks. 

* Passenger cars, knocked down or assembled; truck tractors, truck chassis, and trucks produced from 
chassis made in the establishment; engines and parts and accessories for motor vehicles (not trailers); jigs, 
fixtures, forming stamping and piercing punches and dies, die sets, and subpresses; job stampings, auto- 
motive; incandescent vehicular lighting equipment; gray iron castings; drop, upset and press steel forgings 
(only closed die); electrical equipment for internal combustion engines. 

65 Compiled from Concentration in American Industry, report of the Subcommittee on Antitrust and 
Monopoly, 85th Cong., Ist sess., U. S. Government Printing Office, 1957. Not all of the product classes 


used in the FTO report for 1950 were maintained by the Bureau of the Census for 1954. In these eases the 
product class was omitted. 
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products of which GM was in 1950 1 of the 4 largest producers and 
the concentration ratios and value of shipments for those products in 
1954. It also shows the broad 2-digit industry groupings under 
which these various products fall. It will be noted that, of the 31 
product groupings listed, there were 19 in which the 4 largest com- 
panies’ combined production exceeded 50 percent of total output. In 
only 1 was their combined production less than 25 percent. 


TaBLE 3.—Product classes in which General Motors was one of the 4 leading com- 
panies, 1950 


Percent of 
value of 
Num- Product class Value of shipments 
ber shipments ! | produced by 


4 leading 
companies ! 


PRIMARY METAL INDUSTRIES 











Thousands Percent 
I a ta a I $1, 513, 457 25 
a omoantinionlh 204, 916 42 
33911 | Drop, upset and press steel forgings (only closed die)...............-. 513, 873 25 
FARRICATED METAL PRODUCTS 
ek eee Oe Ce nn ntecannnenibananatageannes 73, 801 59 
34637 | Job stampings, automotive. _.___- br eS lid duiemeinil 474, 349 31 
34638 | Other stamped or pressed metal end produc | RRNA EAST RRIN 184, 188 13 
34713 | Incandescent vehicular lighting equipment. .--.......................- 141, 223 73 
MACHINERY, EXCEPT ELECTRICAL 
35192 | Diese] engines, except truck and bus_......................-........- 247, 134 67 
35194 | Parts and attachments for internal combustion engines, except auto- 289, 858 39 
motive and aircraft. 
35592 | Foundry machinery and equipment---........................-...-.- 62, 480 35 
a Tg Re ERE STS Ss 80, 044 33 
35813 | Parts, attachments for household laundry equipment-.-.........---.-- 37, 857 65 
35851 | Household mechanical refrigerators (electric or gas)..........--.----- 574, 356 62 
35855 | Condensing units, refrigeration..........................-.-.....-...- 85, 274 65 
35857 | Other refrigeration and air-conditioning equipment................-- 707, 940 27 
3589 | Service and household machinery......................--.....-----.- 184, 477 26 
I ae a cntalitematiaiiieiies 533, 796 59 
ELECTRICAL MACHINERY, EQUIPMENT AND SUPPLIES 
36141 | Fractional horsepower motors....................-................... 436, 458 52 
36145 | Motors, generators, and control apparatus (including parts) for land 
SIT InEDUN WRN Fo Id nn genaanennsensconnsoees 81, 403 80 
GRAS 1 FUCeee Weee, GIPOUTIS 8 bon nie ctiedddsimcncmacicniimicccnsmntecce 164, 110 68 
3641 | Electrical equipment for internal combustion engines. .......-.-.-- ; 564, 323 63 
SURE | BOGPOS DRTIRIIIS BEd CIOs hhc ccncckcksebnecabicicwcscccscccsccese 258, 840 64 
TRANSPORTATION EQUIPMENT 
37171 | Passenger cars, knocked down or assembled --..............-------... 9, 471, 779 98 
37172 | Truck tractors, truck chassis, and trucks produced from chassis made 
Nee eee eee nn cence 1, 732, 114 77 
37173 | Motor coaches other than trolley buses (code 37423) produced from 
chassis made in the establishment 78, 634 94 
a ae teiirennnnninntinmenae 3, 190, 539 63 
DED 1 NUNS SEED ce nnnscnnenasneebntmonsnanoneesoeprbennapnecenes 191, 012 90 
37411 | Locomotives (new): Railroad road service type, including combina- 
| . thon lines and switching type... .......2..---cnenceccncceecernee-cee| 187, 235 (?) 
37412 | Locomotives (new): Switching type................-................ | 50. 553 (?) 
37414 Parts for locomotives, including tenders, for sale separately.........-. | 107, 812 89 
Ne ene nen ate coaneaund 72, 035 52 





1 Value of shipments and percent figures are for 1954, 
2 Not available. 


Source: 85th Cong., Ist sess., Concentration in American Industry, report of the Subcommittee on Anti- 
trust and Monopoly to the Committee on the Judiciary, U. 8. Senate, 1957. Report of the Federal Trade 
Commission on Industrial Concentration :nd Product Diversification in the 1,000 Largest Manufacturing 
Companies; 1950, January 1957. 
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During the subcommittee’s hearings, inquiries were made as to 
whether profits made by a General Motors’ division in a sheltered 
market were used to subsidize losses incurred in more competitive 
areas. Senator Kefauver suggested that, “‘as against your competitor 
in the automobile industry,’ General Motors—with its more diversified 
operations—was favorably situated to take such steps. Mr. Curtice 
appeared to deny this when he replied: 

I think all of our products sell on their own merits, and as indicated by the 


earlier chart you had on the automotive industry, we have a full-sized job to 
maintain the current level of our participation in the market. 


Later this question was raised again by counsel for the subcommittee: 


Mr. Dixon. Mr. Curtice, between the years 1946 and to date, has General 
Motors operated any of its automotive divisions at a loss? 

Mr. Curticsz. No, sir. 

Mr. Dixon. Any division, any one of its automotive divisions? 

Mr. Curtice. Not to my knowledge. 

Mr. Drxon. Have you operated any nonautomotive division at a loss? 

Mr. Curtics. Two. 

Mr. Drxon. What were those? 

Mr. Curtice. I do not wish to disclose, for competitive reasons. 

Mr. Drxon. Will you examine vour books and records and furnish this come 
mittee with the year and the name? ® 


Mr. Curtice refused to comply with this request on the ground that 
it was ‘‘confidential information”; and reiterated his company’s earlier 
refusal to supply any ‘‘breakdown of the divisional operations on a 
separate basis.” 

Subsequent to the hearings, General Motors filed a statement with 
the subcommittee on this subject. It was explained that, in his reply 
to questioning, Mr. Curtice— 

* * * did not concern himself with the year 1946 during the first 2'¢ months of 
which plant operations were shut down by a strike with aftermath effects for 
months following even into the year 1947 and also during which year (1946) the 
corporation was converting to peacetime production. Nor did Mr. Curtice 
concern himself with 1947, a year in which the whole economy, as well as General 


Motors, was completing the transition from war production to peacetime produc- 
tion * * * 


Furthermore, Mr. Curtice did not consider the effect of the fire in 1953, which 
completely destroyed the manufacturing facilities of the division making our 
hydramatic transmissions * * * 

i As stated in Mr. Curtice’s testimony, no automotive division operated at a loss 
in any year during this period. 

It would appear, however, from this statement, that automotive 
divisional losses were sustained in 1946, 1947, and 1953. The 
explanation for 1947 was the conversion from a wartime economy to 
peacetime production. In this connection it is of interest that total 
production of passenger cars in 1947 was 3,558,178 as compared with 
3,779,682 in 1941. This would suggest that, since 1947 production 
almost equaled prewar totals, conversion was virtually completed. 

The statements also contained other information which is far from 
clear but suggests evasive and rather tantalizing implications. The 
notion of confidentiality is carried so far that it is not made clear 
whether the references are to automotive or nonautomotive divisions. 

One division which sells its products in the competitive market operated at a 
loss in 2 years. 

Another division, selling approximately 7 percent of its products in the open 
competitive market and approximately 93 percent of its products to,,General 


Hearings, p. 2510, 

@ [bid., p. 2599. 

® Hearings, appendix, p. 3914. 

® Automobile Facts and Figures, American Automobile“Association, 1957,"p. 3. 
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Motors divisions for incorporation in end products sold in the competitive market, 
had losses of approximately $750,000 in 1 year on an annual volume of $42 million 
in that year, and less than $100,000 on an annual volume of $28 million in another 
year 

Another division which in 1 year had ‘‘defense’”’ sales volume of $16,400,000, 
representing 96.9 percent of its business, furnished the balance of its production 
valued at $531,700 to another General Motors division, sustained an operating loss 
of approximately $600,000.” 


The point of significance here is that all of General Motors’ products 
did not sell ‘on their own merits.’”’ These intermittent losses may not 
have appeared of importance to the company precisely because of its 
size and the extent of its diversification. Were a smaller company, 
with all of its sales confined to a single industry, faced with losses of 
this magnitude, it might well spell the difference between survival and 
collapse. General Motors can look with equanimity upon divisional 
losses for a year or two; the small independent, with limited financial 
resources, is face to face with bankrputcy. 

The statement also indicates that not all of General Motors’ divi- 
sions carried their respective responsibilities with respect to corporate 
profit. At one point in thc hearings, Senator Kefauver inquired: 

Just as an example, years ago didn’t you get into a fight in the truck indus- 
try with other competitors, and for a while you operated your truck industry 
at a loss? You made that up by the very substantial amounts you earned 
in your other operations. 

Mr. Curtics. I have not any such record in front of me, sir.” 


This remark was subsequently corrected in the statement filed with 
the subcommittee: 


* * * in 1 year a division in the business of producing and selling trucks, 
among other products, recorded a loss for the year amounting to 1.8 percent of 
sales. However, this loss resulted directly from a substantial writeoff near the 
end of the year of obsolete material and equipment which had ‘accumulated during 
the war and postwar periods when substitute materials were in substantial use. 
Exclusive of this accounting writeoff, the division operated at'a’small profit and 
if the writeoff had been taken either in theYpreviousjyear, or in the subsequent 
year, a profit would have been reflected’for each of such 3 years. Furthermore, 
combining all of the truck operations for that year of the two divisions which prod- 
uce and sell trucks, these_truck operations;produced a substantial profit for the 
year. 

It may be noted in connection with the foregoing, that for the aggregate period 
of 12 years, 1946 through 1957, every General Motors division operated at a 
profit.” 

The point is, however, that the truck division in question did incur 
a loss and after the “accounting writeoff”’ made only a “small profit” 
which might not have been sufficient for a company engaged only in 
truck production to remain in business. The “small” return from 
this truck division was obviously offset by high profits elsewhere in 
the company. 

The statement stresses the fact that “for the aggregate period of 12 
years” from 1946 through 1957, “every General Motors division oper- 
ated at a profit.”” But the question is: What profit did each division 
make each year? The smaller single-line company competing with 
General Motors in any one of its industries must be concerned with 
what has happened to its profits in the last quarter, the last 6 months, 
the last year. It is the exceptional small entrepreneur who need con- 
cern himself only with his return in terms of an aggregate for a 12-year 
period. 

7 Hearings, appendix, p. 3914. 


1 Tbid., p. 2510. 
Hearings, appendix, p. 3914, 
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[t would be of considerable interest to know the exact return 
secured by each division of General Motors for each of these years. 
How many, in actual fact, were able to deliver the 20 percent profit 
goal set by the company itself? The statement filed by General 
Motors did not include any data on divisions which barely broke 
even or earned a slight profit. ‘These cases would involve no serious 
hardship to this company. By the proper combination with other 
divisions, or by the ability to carry losses over a period of years, the 
net result might be an overall profitable operation. But the small 
company has neither the other divisions to effect a combination nor 
the financial stamina to weather an averaging over the years. Simi- 
larly, a sustained loss or small profit by one or more of its divisions 
might be considered worth the gamble if competitors were falling by 
the wayside. The future could be looked forward to for its own 
reward as ‘“‘destructive competition” gave way to more “stable” 
conditions. 

An attempt has been made to determine the share accounted for by 
General Motors alone of each of the products which it makes. From 
the Federal Trade Commission the subcommittee several years ago 
secured for each Census product class figures of shipments by General 
Motors and by all producers on the basis of which it was possible to 
derive estimates on the proportion produced by General Motors. 
These estimates were presented during the course of the hearings in 
the form of 2 charts—1 for transportation vehicles and the other for 
products other than transportation. 


CuHartT III 


GENERAL MOTORS SHARE OF TOTAL VALUE OF SHIPMENTS 
BY PRODUCT CLASSES. 1950 
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Percent of Total Value of Shipments 
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Cuart IV 


GENERAL MOTORS SHARE OF TOTAL VALUE OF SHIPMENTS 
BY PRODUCT CLASSES, 1950 


PRODUCTS OTHER THAN 
TRANSPORTATION VEHICLES * 


Percent of Total Value of Shipments 
40 


Parts for Locomotives, etc 

Incandescent Vehicular Lighting 

Electric Equip. for internal Combustion Engines 
Ball & Roller Bearings & Components 

Diesel Engines (except truck & bus) 

Parts & Accessories for Electric Appliances 
Malleable iron Castings 

Household MechanRefrigerators (electric or gas) 
Household Electric Ranges 

Storage Batteries, SL! Type 

Parts & Attach. for int. Comb. Eng. (exc. auto. & aircraft 
Jigs, Fixtures; Punches & Dies; etc 

Condensing Units 

Plain Bearings & Bushings 

Gray lron Castings 

Home & Farm Freezers 


Heat Exchangers 
Steel Forgings (only closed die) 





Bicycles and Parts 
Household Water Heaters 








%, which GM accounts for 5% or more 


of total volue of shipments 


During the 1958 hearings Mr. Curtice was asked whether any 
change had occurred in these percentages since 1950. He was able 
to provide very little light on the subject. 

In respect to locomotives, where General Motors had 67 percent of 
the total market in 1950, Mr. Curtice disclaimed any knowledge of 
change in later years. He stated: 

I do not exactly know, Mr. Chairman, what our percentage of the market is. 
I do not have those figures in mind. 

I think that we are probably enjoying about the same preference on the part 
of the customers, and it comes back again to the kind of a product which we de- 
veloped and are building and the choice of the customer. ‘ 

In other words, the railroads of the country have choices to make. The busi- 
ness is highly competitive and they’re making their choice.” 


”% Hearings, p. 2505. 
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When pressed a bit further as to whether the later percentage was 
“higher or lower’ than that of 1950, he finally stated: 

I think we are probably at that level or perhaps somewhat better than that, 
although I do not have those figures in my mind. 

Similarly, in connection with switching type locomotives, Mr. Curtice 
was equally at a loss. When asked if his company was “above or 
below that now” Mr. Curtice replied, “I do not know, Mr. Chair- 
man.” "4 

An examination of this subcommittee’s hearings in 1955 show, how- 
ever, that by 1954, General Motors shipped 100 percent of all road 
freight and road passenger diesel locomotives sold in the United 
States.” The physical volume, of course, had greatly lessened by 
1954 since almost complete dieselization of the railroad industry had 
been accomplished by 1952. The same situation occurred in connec- 
tion with diesel switchers. In 1950—the peak year in its history— 
there were 4,174 switchers ordered in this country, and General 
Motors’ share was 48 percent of switchers and 57 percent of road 
switchers. By 1954, total orders had been reduced to 983, but Gen- 
eral Motors’ portion of the business had risen to 60 percent and 74 
percent, respectively.” 

The chart shows that General Motors’ share of the passenger car 
market in 1950 was 46 percent. By 1954, this figure had risen to 50 
percent, and it was at the same level in the first quarter of 1958.” 

An increase likewise occurred in the company’s share of the motor- 
bus market. In 1950 its sales amounted to 46 percent of the total 
market; a steady climb resulted in a 78-percent share by 1954, and by 
1955 the company manufactured approximately 85 percent of the new 
buses delivered in the United States.” 

With respect to trucks Mr. Curtice was asked what change, if any, 
had occurred since 1950 when General Motors’ sales represented 38 
percent of all truck business. This was the only instance where Mr. 
Curtice was able to contribute a figure; he replied that “they are about 
40 percent currently.””® An examination of new truck registrations 
by makes shows that in 1957 General Motors’ share was 41 percent.” 

The chart on products other than transportation products shows 
General Motors’ share, again as of 1950, for those product classes in 
which the company accounts for 5 percent or more of the total value 
of shipments. 

At the subcommittee’s hearings in January 1958, Mr. Curtice 
objected to the chart on the ground that a large portion of the com- 
pany’s production was designed for its own use. In reply, it was 
pointed out that the data were designed to measure total industrial 
activity; that, regardless of whether the products entered the market, 
the volume was indicative of the tremendous magnitude and ramifica- 
tions of the General Motors organization; and that the volume could 
not help but have a significant impact upon the market. In the early 
days of the industry, automobile components were purchased in the 
open market and created a thriving source of business for a multitude 

% Tdem. 
™ Hearings, 1955, part 6, p. 2378. 
% Ibid., p. 2377 


- See chart, Distribution of Total New Car Registrations, General Motors, Ford, Chrysler, and all 
others, chart I. 

7% U. S. v. General Motors Corp., complaint in the eastern district of Michigan, Civil Action No. 15816, 
filed July 6, 1956. 

Hearings, p. 2506. 

® Automotive News, Feb. 24, 1958, p. 57. 
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of independent suppliers. As General Motors and other large com- 
panies became more integrated, this avenue of activity for inde- 
pendents has gradually become narrowed. When Mr. Curtice 
protested that the “majority of those items are for our own consump- 
tion,’’ Senator Kefauver inquired: 

But when you produce them yourself, of course, you do not buy them from 
somebody else? 

Mr. Curticz. That is true. 


oe Keravuver. That cuts down what you have to buy from somebody 
else? 


Mr. Curtice avoided this question by replying that the company still 
urchases large quantities of material from independent suppliers. 
ile this is undoubtedly true, it does not obviate the fact that Gen- 
eral Motors’ large-scale invasion of the parts field has had far-reaching 
consequences in limiting the available market for outsiders. 

Nor, of course, does Mr. Curtice’s point bear upon the company’s 
activity in realms outside of the automotive field, such as the manu- 
facture of diesel engines and household appliances. These areas con- 
stitute conglomerate expansion in one of its most extreme forms since 
they have not even the most remote connection with any aspect of 
automotive activity. Moreover, since General Motors entered the 
field after 1950, the chart does not show one of the areas in which 
General Motors has made one of its largest and most important 
invasions—earth-moving machinery. 

In an attempt to dramatize the conglomerate nature of General 
Motors’ operation, Mr. Paul Rand Dixon, counsel for the subcommit- 
tee, cited the case of a “hypothetical young captain in the Army:” 

* * * We will say he awakened this morning and he had been sleeping between 
sheets that were washed, dried, and ironed by General Motors equipment. He 
took a shower that was produced by General Motors hot water. 

He had breakfast on bacon kept in a General Motors refrigerator, he cooked 
on a General Motors stove. He was enjoying the comforts of his home because 
it was heated by a General Motors furnace. 

He got in an automobile made by General Motors. He even had a cigaret 
lighter on the car produced by General Motors. The car is his own now but the 
purchase was financed by one of its subsidiaries and he was insured with another 
one. 

He boarded the train and that train was pulled by a General Motors diesel 
and he was transported down to the ordnance depot by General Motors bus. 

During the day he inspected a cannon that was made by General Motors and 
it was in a tank that was also made by them. 

If he were sent to another city, he might travel in a plane with a General 
Motors motor in it. If he goes to a movie this afternoon he will enjoy air-con- 
ditioning that also was made by General Motors. If he happens to be a seagoing 
officer or he gets ordered to sea, he would use an entirely different set of General 
Motors motor equipment because they make diesels and motors that go into 
these gigantic ships. If he just reverted to being a little boy tomorrow he could 
get on a bicycle that was equipped with a brake made by General Motors.” 


When asked to comment on this, Mr. Colbert, president of Chrysler, 
to whom the illustration was addressed, replied, ‘‘* * * this man that 
you just described here seems to me to be having a pretty full life.” ® 

In extending itself into different industries General Motors has 
carried out its expansion in such a way as to secure the benefits of 
specialization in production. It has centralized the production of a 
given line in a plant or plants which generally make little or nothing 

8! Hearings, p. 2509. 


8 Tbid., p. 2831. 
@ Idem. 
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other than those products. This is in keeping with the company’s 
long-term policy of decentralizing its productive operations. Accord- 
ing to Alfred P. Sloan, Jr., the policy of decentralization was arrived 
at after careful thought and consideration when he ascended to the 
presidency of the company in May 1923: 


The first step was to determine whether we would operate under a centralized 
or decentralized form of administration. Decentralization was analogous to free 
enterprise. Centralization, to regimentation. All, of course, within the area of 
General Motors. We decided for free enterprise. By that is meant that we 
would set up each of our various operations as an integral unit, complete as to 
itself. We would place in charge of each such unit an executive responsible, and 
solely responsible, for his complete activity. We realized that in an institution 
as big as General Motors was even then, to say nothing of what we hoped to 
make it, any plan that involved too great a concentration of problems upon a 
limited number of executives would limit initiative, would involve delay, would 
increase expense, and would reduce efficiency and development. Further, it 
would mean an autocracy, which is just as dangerous in a great industrial organiza- 
tion as it is in a government; aside from the question as to whether any limited 
number of executives could deal with so many diversified problems, in so many 
places, promptly and effectively. Of the many policy decisions we have made 
down through the years, sometimes the answers have been right and sometimes 
wrong, but that answer was right. We have never deviated from it. I hope we 
never shall.* 


The evidence that the company has not deviated from this policy is 
indicated in its report to the Federal Trade Commission for 1950. 
This shows that, in common with many other modern, large-scale, 
corporate enterprises, General Motors has combined concentration 
in control with decentralization in the conduct of actual operations.” 

In its report for 1950, the company listed a total of 101 manu- 
facturing establishments in the United States. Of these, all but two 
were active. Of particular interest is the fact that most of these plants 
were highly specialized with respect to the nature of their operations 
and types of products. 

The household appliance field—washing machines, domestic laundry 
equipment, refrigerators, etc.—is a prime example of the centrali- 
zation of production. According to General Motors’ report, in 1950 
all of these products were manufactured in a single plant of the 
Frigidaire division in Dayton, Ohio; and this plant made no other 
types of product.*° 

The same situation appears to be true in the case of oil burners, warm 
air furnaces, water heaters, and the like. All of this production is 

* Alfred P. Sloan, Jr. (in collaboration with Boyden Sparkes), Adventures of a White-Collar Man, 
Doubleday, Doran & Co., 1941, pp. 134-135. 

8 There has been no modification of this policy since 1950. See General Motors, Information Handbook, 
1957 (fifth annual edition) prepared by the company’s public relations staff, May 1, 1957. It states: “General 
Motors is a decentralized organization with 126 plants in 70 cities of the United st States, 6 plants in Canada, 
and assembly and manufacturing operations in 16 other countries. 

“Subject to broad overall policies and coordinated control of the central organization, the 44 operating 
divisions and subsidiaries in the United States and Canada manage their own affairs and thus in many 


respects are like independent businesses.” 
* The products are: 


Product class 

* Household mechanical washing machines._.................----.----------------------------+ 35811 
Parts and attachments for domestic laundry equipment; wringers, dryers, ironers............. 35812 
Household mechanical refrigerators ee or r gas) nd Sueewn guinea amaeek ouaesabeaineaeantee 35851 
Home and farm freezers___- ; ann céwasansdeinashbtnds- leaceeiingeeenee 
Compressors and compressor PRATER, assess. she tcaicigt hick al gle aaah ariel aueenenialetann 
Condensing units.__...........--- icicles fro agit eh lhahans! 


Air conditioning equipment and other refrigeration machinery -- nth Aisa Gralla Thabiaabablai tia abllil 
Dishwashing, water-softening, floor — floor waxing, and other service industry and 

household machinery 
Household water heaters, electric--..- 
Household ranges, electric _ 
Parts and accessories for electrical equipment... 
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concentrated in a plant of the Delco appliance division in Rochester, 
N. Y.” Unlike the previous case, however, this Plant also manu- 
factures some products outside of this general area,® 

There were two plants, one in Muncie, Ind., and the other in 
New Brunswick, N.J., engaged in the manufacture of storage batteries. 
No other General Motors lant made these products, and these plants 
made nothing other than batteries. 

Two Delco radio divisions, one in Chicago, Ill., the other in Kokomo, 
Ind., were alone in the manufacture of certain types of electronic 
equipment. The Chicago plant made no other products. The 
Kokomo plant made parts and accessories for electrical equipment 
( roduct class 36217) and held defense contracts for certain electronic 

evices. 

A total of five plants were exclusively engaged in the manufacture 
of ball and roller bearings and components. No other GM plants 
made these products. And only one of these plants manufactured 
another type of product. 

A al one of plants was concentrated in the diesel and locomo- 
tive fields. According to the 1950 report, three plants were engaged 
in the manufacture of diesel engines (except truck and bus): Cleveland 
diesel engine division in Cleveland, Ohio; Detroit diesel engine division 
in Detroit, Mich.; and Electro- Motive division in McCook, Ill. The 
Cleveland and Detroit plants with one other were also the exclusive 
makers of parts and attachments for internal combustion engines 
(except automotive and aircraft). 

Two plants limited their activities almost exclusively to locomotive 
production.** These plants were located in: McCook, Ill. (which also 
made diesel engines), and Brooklyn, Ohio. Although all GM loco- 
motives were made at these plants, some parts production was carried 
on elsewhere in the General Motors setup. 

The Euclid division, which was not reported in 1950 since the Euclid 
Road Machinery Co. was not acquired until 1953, manufactures 
off-the-highway equipment for moving earth, rock, coal, and ore and 
has defense orders for bomber towing tractors. All of this production 
appears to be centered in one plant. 

A similar situation applies to the manufacture of motor buses. All 
of General Motors’ volume of motor buses—in 1955 its 84 percent of 
the total business involved sales of 2,724 buses valued at $55 mil- 


Product 
It includes: class 
te ee a saa psi aapb deed sams eetetiabadinkeleee 34320 
i dbadisampanoimbeabedids bacusbucheiubdondbackaseuak 34391 


III in odd kad cncbdhbeposdpionsoopanestuulabacntnie 
Se St, CES Gt te one cases danddbddwcanedncedosccéédnensncgsccssousasavedaced 
Steel heating boilers (15 p. s. 1. and under or equivalent) _..- 
Steam and hot water unit heaters, etc....................-.. 
IN IE IDS Soc ndbcvalikeciddcksiadanicdsbonagsdist 





%# These are: 
Fractional horsepower motors (also made in two other GM plants) -_..................-..-.--. 36141 
Engines, parts, and accessories for motor vehicles (made in 69 other plants) ..............-..---.- 3275 
Motor-generating sets and other rotating equipment (sole plant)..................-....-.--... 36144 
Parts for locomotives, including tenders, etc. (made in five other plants)...........-........... 37414 


&® The product classes of these plants were as follows: 
ee -type components for communications, industrial controls, radar, industrial heating, 
nlite Lengltiini di hitidientitinignittdbbinaiginhthhibibitieeimcubssivectthiendispunewieal 36614 
ee signals, electric alarm and signal systems, and other communication equipment----..- 36690 


* The Information Handbook, ibid., states that these contracts involve ground-to-air radio communica- 
tion equipment; subassemblies for antiaircraft fire control systems and gun-bomb-rocket sights, etc. 
* Their product classes reported were as follows: 
Locomotives (new)—railroad service type, etc..... --- 37411 
Locomotives (new)—switching type... ........... --- 37412 
Parts for locomotives, including tenders, etc... ....... 22. nncnnecnenenenncncncccecncecceeceee 37414 
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lion *—was produced at the GMC truck and coach division in 
Pontiac, Mich.® 

In addition to the instances cited above there is, of course, a great 
deal of specialization and decentralization among the various auto- 
motive divisions of General Motors. To these must be added the 
General Motors Acceptance Corp., which is a corporate and largely 
self-controlled division, and the production of ethyl compound carried 
on in the plant in Baton Rouge, La., of the Ethyl Corp. which is owned 
jointly by General Motors and Standard Oil of New Jersey. 

Mr. Sloan’s oal of decentralization of operations seems to have 
been largely sell 


Defense contracts 


Another source of General Motors’ strength has been its receipt of 
defense contracts, both for production and for research and develop- 
ment. During World War II and during most of the subsequent 
period it has maintained its position as the Nation’s No. 1 recipient of 
prime contract awards. ‘This it has been able to do despite the great 
shift that has taken place in the nature of war neta involving a 
great deemphasis of shone types of materiel, such as tanks, with which 
General Motors has been traditionally associated. Its position as 
No. 1 contractor has been a source of power to General Motors 
because of the advantages which such contracts give to the recipient. 

With such contracts the manufacturer is in a better position to so 
organize his productive facilities as to keep his plant in operation at 
its most efficient rate and at the lowest possible cost. If he makes 
use only of existent facilities, the large contract helps to keep his plant 
going during normal slack periods; the mere fact that his equipment 
and labor are kept busy during these periods has a salutary effect upon 
unit costs over the entire year. It is precisely these factors that have 
helped chain stores and other large buyers to enter into favorable 
contracts to themselves for the purchase of automobile tires, house- 
hold appliances, and the like. 

If the Government contract requires an expansion of productive 
facilities, incentives are offered which are not normally available in 
contracts between private parties. The United States Government 
may itself construct the additional facilities, lease them to the manu- 
facturer for a period, and then, when the emergency is over, sell the 
properties to the lessee at a fraction of the original cost. In this 
manner the manufacturer makes satisfactory profits during the time 
of the lease and receives an extra bonus at the end of the period. Or, 
if the contractor himself constructs the additional facilities, he can 
often obtain rapid tax amortization and depreciate the total invest- 
ment over a period of 5 years. 

The large volume buyer is also very attractive for other reasons. 
For many goods, the cost of marketing is a sizable item in total ex- 
penditures. It involves large outlays for advertising in all the avail- 
able media; the expenses of developing and maintaining contacts by 


ized. 


® As stated in the complaint, U. S. v. General Motors Corporation (C. A. 15816; D. C., E. D. Mich.). 

% According to the 1950 report, this plant’s production included two other product categories: 
‘2TUCE CHASED, BUSE CURE, O00..g ne icciisinconassitinennsanebscnsdnnmbanichenieeatanal 37172 
Engines, parts, and accessories for motor vehicles. ..................--..-------.------.------- 37175 
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sales representatives of all types; and the costs of merchandising from 
the point of manufacture to ultimate sale. Most of these outlays are 
largely eliminated in the case of bulk sales to the large purchaser. 

o far as Government purchases are concerned, there are also no 
financial risks involved. ‘The cost of such items as bad debts and poor 
collections—-of substantial importance in some industries—is non- 
existent for business with the United States Government. In the 
midst of the deepest depression in the thirties, there was no alarm 
over th» prospect of failure to pay for goods or services contracted 
for by the United States Government. 

Certain advantages to the manufacturer are inherent in the Gov- 
ernment contract which are conspicuously absent in sales to large 
private buyers. For one thing, the typical large buyer is probably 
more interested in keeping costs down than is the Government. To 
the former keeping costs at a minimum may be a necessity; to the latter 
a desirable objective. Thus it is the custom to pit seller against 
seller; to use the lure of a sizable contract as a means of wresting every 
advantage possible from those with whom he contracts. The large 
private buyer is usually well informed on the general conditions of the 
market; he is versed in the technical and cost aspects of the products 
under negotiation; and he is fully cognizant of the bargaining position 
of the prospective seller. 

Not only are the procurement officials of the United States Govern- 
ment under less of a compulsion to buy at the lowest possible price 
but they are often inadequately equipped by virtue of their experience 
and training to carry on the purchasing function, which demands for 
its proper exercise a great deal of specialized, technical knowledge. 
The zealousness of military purchasing officials is certainly not 
heightened by the practice of military officialdom in leaving the serv- 
ice and accepting high-paid positions in private industry. For a 
variety of reasons the Government contracting official may be under 
greater pressure to exchange price for time than would his counterpart 
in private industry. Indeed, in the light of all the obstacles that 
exist from within and without, it is surprising that competence— 
particularly in the lower levels—still valiantly struggles in the pro- 
curement agencies to maintain a high standard of performance. 

A further factor tending to increase the attractiveness of military 
contracts has been the trend away from competitive bidding and 
toward negotiated awards where the protections afforded by the 
market are virtually eliminated. The great weakness of the cost- 
reimbursement contract is that, without the most careful and regular 
checking of accounts by procurement officials, there is little incentive 
to shave costs and inaugurate every possible economy. ‘The fixed 
price contract is subject to the same limitations in view of the excep- 
tion clauses permitting renegotiation where any unexpected conditions 
are met. Indeed, where profits depend upon volume of costs in- 
curred, the incentive is often in the opposite direction. For these 
and similar reasons the awarding to GM of more Government con- 
tracts than to any other firm should have contributed more to GM’s 

owth than would have been contributed by the same volume of 

usiness conducted in competitive markets. 

Until the outbreak of World War II, defense contracts with the 
Federal Government were of relative insignificance in the affairs of 
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most American corporations. But from the very outset of the war 
these contracts became concentrated in the hands of the country’s 
largest corporations. In the period from June 1940 through Sep- 
tember 1944, for example, 67.2 percent of prime war supply contracts 
were held by 100 large corporations.“ ‘Thus of the total of $175.1 
billion spent on such contracts, $117.6 billion went to 100 companies. 
It is of particular interest that General Motors ranked first—well 
above all others- -with 7.9 percent of the total share of this business in 
its own hands. Ford and Chrysler, though in the list of the top 10 
of these corporations, held much smaller shares than General Motors. 
The figures are as follows: 


TaBLE 4.—Prime war supply contracts, June 1940 through September 1944 


Rank Name Millions of | Percent of 
dollars total 
FF cit chilean pidgenianensinin celine seaiatsiptiaioedinm util General Motors....... $13, 812.7 7.9 
Titiatecsnecciicedumidiplielibgioswciondniaedgaieeinieledmaadl et Ee nateneeie 5, 269. 6 3.0 
D. ccaciqcavdncncnsbbtuoucwucbeststempenesecténssnmisnek CRUE ie citkidaticking 3, 394.8 1.9 


The advantages of securing war contracts during this period were 
described in a report of the Smaller War Plants Corporation entitled 
“Economic Concentration and World War II,” which states: 


Companies obtaining prime contracts secured thereby the instruments of 
economic power. They received money in the form of substantial profits for the 
production of goods, the sale of which was assured. They obtained materials and 
supplies, since naturally, they were granted priorities and allotments for needed 
materials, parts, components, etc. And, further than this, they were granted the 
power of determining how much of these priorities and allotments should be passed 
down to subcontractors, who and how many the subcontractors should be, and 
how much of the allocations each should receive. 

In addition, the receipt of a substantial prime contract generally gave to the 
company the right, if it desired to use it, of expanding its own facilities under the 
extremely favorable amortization and carryback provisions provided by the tax 
laws. Companies holding large prime contracts experienced little difficulty in 
obtaining ‘certificates of necessity” which allowed them to take advantage of the 
special amortization tax provisions. 

Also, it was the companies that were the principal recipients of prime contracts 
which operated most of the Government-owned facilities built during the war, 
and these companies generally obtained options to buy the plants after the war.® 


With the end of the war, publication of information on the concen- 
tration of prime contracts was suspended, but publication was renewed 
by the Department of Defense in 1951. Thereafter reports have been 
issued at irregular intervals.“ Figures on the concentration of prime 
contract awards;during the Korean conflict were issued covering the 
pane July 1950 through June 1953. General Motors was again the 
argest contractor with 7.2 percent of the awards. Ford had fallen 
from 3d to 12th while lh had risen from 8th to 6th. 


% Corporate distribution of prime war supply contracts, awarded June 1940-September 1944, issued 
by Military Division, Bureau of Program and Statistics, War Production Board, March 8, 1945. 

%§ Economic Concentration and World War II, Report of Smaller War Plants Corporation to Senate 
Small Business Committee, January 23, 1946, p. 27. 

% Cf. ‘Analysis of Large Military Prime Contractors, Fiscal Year 1951,’’ Munitions Board Report 3-C, 
November 28, 1951. Ibid., July 1950-June 1952, December 31, 1952. 


29314—58——_4 
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TABLE 5.—Prime war supply contracts,! July 1950 through June 1958 


Rank Name Millions of Percent of 
dollars total 
a i a al EL il cecil he ain sininl tneiticieslin ae oebind 7, 095. 8 7.2 
Se SE SEh ben deat gbadenccdndcesentdabestvocessbisnuecwlascesse 2, 199.9 2.2 
BE 2 Desh ctge etic nantbienbiloonanupiippinnnbwiihgnaisesctidinbiteedmddnts 1, 604.8 ie 


1 Tbid., July 1950-June 1953, issued by Office of Assistant Secretary of Defense, Jan. 11, 1954. 


With the publication of this issue the Defense Department an- 
nounced that the report was the “final issue” covering ‘3 fiscal years 
of expanded procurement activity following the start of the Korean 
conflict.”” The report, it was stated, was being discontinued for 
“economy reasons.” 

A number of congressional protests followed this announcement. 
On March 7, 1955, Senator J. W. Fulbright, of the Senate Committee 
on Banking and Currency, addressed a lctnal written request to Mr. 
Charles E. Wilson, former head of General Motors and then Secretary 
of Defense, for continued publication of the data. In response, the 
Department of Defense announced that it was reinstituting the 
reports. Instead, however, in May 1955, it issued a new type of 
report, covering only the 18-month period, July 1953 to December 
1954. Despite the limited period used, cancellation of contracts 
awarded prior to this period was subtracted from the total. 

As a result of the changes in the report, General Motors disappeared 
completely from the list. However, in its introduction to the report, 
the Department of Defense explained that if the figures had been 
based on current contracts held, less terminations and cancellations, 
General Motors would still be listed among the largest companies 
holding defense contracts. To secure a more accurate picture of the 
situation, the Senate Preparedness Investigating Subcommittee 
requested further data showing total contracts awarded from July 
1950 to December 1954, less terminations and cancellations. The 
data supplied showed the following: 


TABLE 6.—Prime war supply contracts,! July 1950 to December 1954 


[In millions} 


Total con- |Terminations 


Rank Company tracts and Net value 
cancellations 
Be Rt Og cbticdsdckndcndcknneidbbactiscciinds. $7, 471.1 $832. 2 $6, 638.9 
Bi twine eat aonngdbmbeeiahs 2, 600. 0 611.1 2, 088. 9 
Be We agdtdiaddcvndsdsnuncbshecccbidtaanadcscutibonatie 1, 826.3 163. 1 1, 663. 2 


1U. 8. Senate Committee on Armed Services, Preparedness Investigating Subcommittee, Report on 
Concentration of Defense Contracts, July 1950-December 1954, 2d report under S. Res. 72, 1955, 


The most recent report, covering the period from July 1950 through 
June 1957, again shows General Motors to be in first place.” The net 
worth value of military prime contract awards totaled $159.5 billion, 
of which 100 companies held $100.6 billion or 63.1 percent. 


% One Hundred Companies and Affiliates Listed According to Net Value of Military Prime Contract 
Awards, July 1950-June 1957, issued by Office of Assistant Secretary of Defense, February 11, 1958, 
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TaBLE 7.— Net value of military prime coniract awards, July 1950 through June 1957 





Rank Company Millions of | Percent of 
dollars total 
Ti ee eneee Fae anh i nah dediindcincccknmidecenvibedgutles tasadebade 7, 224.3 4.5 
TR Be GN a a i ai ths cen ainsipdeteasdpansdi ter pdt diainbadaettgighiaaialaiings enim iat eee aelea cara 2, 376.8 1.5 
BOS Goa ii hacucwciddnpadecenichindnahithimedaistiakbaiensemate 2, 230.3 14 


Thus it is clear that General Motors has been a major beneficiary 
under the Nation’s defense program. ‘Throughout the varied periods 
of World War II, the Korean conflict, the uneasy defense efforts of 
recent years, General Motors has stood first in the list of recipients of 
contracts. During that time the character of our military require- 
ments has undergone a virtual revolution, ranging from tanks in the 
early days to the later developments of missiles and rockets. It is a 
emake commentary on the conglomerate activities of this corpo- 
ration that, despite the great changes that have taken place, no other 
corporation has been able to usurp its No. 1 position. At the same 
time, as compared with the World War II period, Ford has fallen from 
3d to 12th place (from 3 to 1.5 percent of the total awards) and 
Senge has dropped from 8th to 13th (from 1.9 to 1.4 percent of the 
total). 

It is accepted public policy that corporations engaged in defense 
work for the United States Government should enjoy no more than 
moderate profits on these contracts. Since the ordinary risks of free 
enterprise do not appertain to this business, it is felt that they are not 
entitled to the high returns permissible where a competitive market 
is the mechanism of pricing and the risks of laeneial tant are great. 
The great bulk of the defense contracts are now negotiated between 
the parties; there is no place for the free play of the market. The 
goods are purchased and cash payment is made on delivery; if, for 
some reason there is a modification in the terms of the contract or 
even cancellation, the private contractor is amply recompensed. 
Thus, the element of risk is wholly absent. 

The difficulty is that there is little real check upon the effective 
operation of this public policy. Corporations do not usually make 
public disclosure of the profits enjoyed on their defense business; these 
are incorporated in their financial statements on overall operations. 
The only avenue of access to the public for such information is the 
occasional check upon a particular contract which has been subjected 
to scrutiny by the legislative branch of the Government. 

Two such instances have involved General Motors Corp. In the 
summer of 1957, the Special Investigation Subcommittee of the House 
Armed Services Committee conducted hearings on an airplane con- 
tract negotiated with the Buick-Oldsmobile-Pontiac assembly divi- 
sion of General Motors.% This contract with the Air Force in 1952 
involved the manufacture of 599 airplanes, plus related spare parts. 
It was a negotiated fixed-price contract with a price-redetermination 
clause to be invoked after the contractor had sustained experience in 
fulfillment of the contract. Thus, upon acceptance of the 71st plane, 

% Hearings before the Subcommittee for Special Investigations of the Committee on Armed Services» 
85th Cong., Ist sess., under H. Res. 67, Subcommittee Proceedings No. 9, U. 8. Government Printing Office, 
1957. (See also report to the Congress of the United States Review of Department of the Air Force Contract 


AF 33 (038)-18503 with General Motors Corp., Buick-Oldsmobile-Pontiac assembly division, Kansas City, 
Kans., by the Comptroller of the United States.) 
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there was to be a redetermination of prices to be applied retroactively 
and in the future on the basis of this experience; and this action was 
to be repeated upon acceptance of the 299th airplane. 

The rate of profit agreed upon was 8 percent of cost. The mandatory 
price redeterminations, which resulted in establishing a final price of 
$375,848,000, were conducted in September 1954 and March 1955. 
The contract was substantially completed in May 1955. 

In the retroactive pricing of the first 71 airplanes, General Motors 
was reimbursed its costs plus a profit of 5.9 percent on cost. An 
official of the General Accounting Office which investigated the con- 
tract informed the subcommittee that this figure was reasonable ‘‘in 
relation to the minimum risk involved.” ” 

The situation, however, with respect to the remainder of the contract 
was very different. The contract price established in redetermination 
was $208,998,000; yet the investigation disclosed that the company’s 
actual costs were $176,075,500. Thus, instead of earning $15,481,300 
as was originally contemplated, the company’s experienced profit 
amounted to $32,940,500. This meant that it enjoyed a profit of 
18.7 percent over costs, or approximately $17,500,000 more than was 
contemplated under the contract.! 

The General Accounting Office also made a report to the Congress on 
a series of contracts negotiated by the Department of the Navy with 
the Cleveland diesel engine division of General Motors. The 8 
contracts involved, amounting to $118,700,000, related to the produc- 
tion of diesel engines, diesel generator sets and related spare parts. 
All were substantially completed by September 1, 1956. 

Five of these contracts were negotiated on the basis of firm fixed 
prices at the time of the award. The General Accounting Office 
reported that, as a result of the failure of contracting officials to give 
“adequate consideration to costs incurred by the contractor under 
the preceding contracts,’”’ the prices charged by General Motors were 
“substantially higher than were reasonable.”’ In a further criticism of 
Government procurement practices, it stated: 

Frequently it is not possible to obtain real competition in procurement by the 
Government under negotiated contracts. In such cases prices paid by the 
Government are based largely on estimates of costs to be incurred. In situations 
such as this, where no effective competition exists, prudent business practice 
requires that a critical analysis be made of proposed prices and costs, and this 


includes comparisons of proposed prices and costs with the contractor’s latest cost 
experience for producing similar items.? 


Failure in this regard, according to the Accounting Office, resulted 
in an overcharge by General Motors of $1,692,000; actual costs in- 
curred amounted to $27.7 million instead of $29.4 stated in the 
contracts. In its own defense, when these facts were presented, 
Navy contracting officials pointed out that there was no requirement 


* Testimony of Lawrence J. Powers, Director of Defense Auditing and Accounting Division, General 
Accounting Office, ibid., p. 2558. 

1 At the hearing, Chairman Hébert inquired if General Motors had cooperated in the investigation. 
Mr. Powers of GAO stated that “some difficulty’ had been experienced though nothing that compared 
with those in a proposed examination of ay Ordnance contracts with the Cadillac Motor Car division 
of General Motors. On further questioning he explained that in February 1957 the comptroller of that 
division of General Motors informed the General Accounting Office that records would not be made availa- 
ble. This position was based on an interpretation of the Armed Service Procurement Act of 1947 (amended) 
by the company’s legal staff. In their view, the Comptroller General of the United States was not authorized 
to conduct any examination of General Motors’ contracts until completion of the contracts and then had 3 
years in which to make such an examination. According to Mr. Powers, this was the first time that any 
corporation had — the authority of the General Accounting Office to investigate under this section 
of the statute. Ibid., p. 2585 ff. 

2 Report to the Congress of the United States, Examination of the Pricing of Department of the Navy 
Contracts with Cleveland diesel engine division, General Motors Corp., by the Comptroller General of 
the United States, May 1958, p. 7. 
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for the contractor to furnish cost data after the redetermination of a 
contract. The Accounting Office replied caustically: 
In our opinion the fact that the contractor is not required to furnish data on 


costs incurred on completed contracts does not excuse Navy contracting officials 
from obtaining such information for use in awarding follow-on contracts.* 


Another weakness in these eight contracts, according to the General 
Accounting Office, was that General Motors charged the same rate of 
profit on major components that were subcontracted out as was 
charged for items manufactured in its own plants. On generators, 
for example, the single contribution of General Motors was receipt at 
their plant and mounting them on a frame with the diesel engine at- 
tached. This operation required the boring of holes, and bolting 
the generator and engine as a unit. For this service the company 
made a charge of $644,000 for general and administrative expenses, 
and a profit of $2,239,000. The General Accounting Office stated 
that it had been informed by the Department of the Navy that 
General Motors’ historical rate of profit has been 11.11 percent on 
cost. It quoted the Navy as follows: 


For several years General Motors has applied this rate of profit, and all at- 
tempts to reduce this rate have been of no avail. General Motors has been ada- 
mant on this point, and has insisted in applying this profit margin across the 
board on all costs, including subcontracting. 


In rendering its opinion that General Motors, in the light of its small 
contribution in this case, should have been granted a reduced profit 
allowance on subcontracted electrical equipment, GAO stated: 


If in future negotiations this contractor is unwilling to accept a lower profit 
rate on subcontracted items, we believe that the Department of the Navy should 
consider procuring major components directly from the manufacturers and supply- 
ing the equipment to General Motors as Government-furnished property. This 
would facilitate the negotiation of prime contract prices commensurate with 
General Motors’ contribution to delivery of the contract items.® 


Just as the Department of Defense accounts for the bulk of the 
Government procurement, it is also the largest Government spender 
for research and industrial advancement. Virtually all of these sums 
spent go to private corporations. Such corporations are not only the 
beneficiaries of the immediate contracts which make them parties to 
the new technological developments and place them in a strategic 
position for the grant of later procurement awards. Such contracts 
also give them a throttle-hold on these new technologies for commercial 
development and exploitation. 


3 Tbid., p. 12. 

4 Ibid., p. 17. 

5 Tbid., p. 19. 

* Ibid., p. 20; the General Accounting Office also found that General Motors had overcharged for spare 
parts by the inclusion of an excessive allowance for certain overhead items. 

These are, of course, only two cases in the multitude of contracts negotiated between General Motors 
and the United States Government. In themselves, however, and in the data adduced with respect to other 
contracts, it would appear that this facet of the company’s activity has been extremely profitable. As has 
been indicated, the extent of these profits cannot be gleaned from the face of the contracts; the fixed per- 
centages in these documents are merely the beginning of a complex structure of profit items stemming from 
interdivisional sales, excessive overhead allowances, unrealistic cost estimates and a host of other factors. 

In fairness to General Motors, it should be noted that the General Accounting Office also made a report 
each on the company’s two major competitors—Chrysler and Ford. However, the nature of these findings 
had nothing of the larger implications contained in the two cases involving General Motors. In the inves- 
tigation of Chrysler, criticism was leveled at the company for the methods employed in a selected group 
of time and materials subcontracts. See report to the Congress of the United States, Examination of Time 
and Materials Subcontracting by Chrysler Corp., Detroit, Mich., under Department of the Army contracts, 
by the Comptroller General of the United States, March 1958; and also report on review of Boeing Purchase 
Order 952359 between Boeing Airplane Co., Air Force prime contractor and Ford Motor Co., subcontractor, 
by United States General Accounting Office, Defense Accounting and Auditing Division, November 1956, 
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During World War II, approximately $760 million of research con- 
tracts were made by the United States Government with private 
industry. ‘Ten corporations alone received two-fifths of this amount; 
and the 68 top corporations received two-thirds. At that time the 
dangers of this concentration were clearly pointed out. The report 
of the Smaller War Plants Corporation in 1946 stated: 


In the long run the concentration of economic power may be greatly strength- 
ened as a result of this centralization of research. The peacetime applications 
and uses of this scientific knowledge will be enormous. The nature of most 
scientific research is such that it has a wide variety of practical app:ications— 
military as well as peacetime. Obviously the companies in whose laboratories 
this research work has been carried on will be its chief beneficiaries not only 
because of their direct acquaintanceship and knowledge of the research but also 
because of patents. The investigations of the Subcommittee on War Mobiliza- 
tion of the Senate Military Affairs Committee show that over 90 percent of the 
contracts made between Government agencies and private industrial laboratories 
for scientific research and development placed the ownership of patents with the 
contractor, the Government receiving a royalty-free license for its own use. 

* * * * * cd * 


This means, in effect, that the large corporations which carried on the great 
bulk of the federally financed wartime and industrial research will have control, 
through patents, of the commercial applications of that research,’ 


The advantages of obtaining contracts from the Government for 
research and development continue to be much the same today as 
was the case during World War IL.° 

ee these advantages, the Department of Justice has 
stated: 


The profits paid by the Government are the most obvious benefits. Most 
research contracts are on a cost-plus-fixed-fee basis. Although profit is subject 
to negotiation on each contract, it ordinarily ranges between 6 and 7 percent of 
the estimated costs of performance. If costs exceed expectations, the contractor 
can choose between discontinuing his operations, or seeking to negotiate the 
appropriation of additional funds. The rate of profit may not be as high as in 
other areas, but neither is it speculative. Profits are guaranteed without risk.® 


A second immediate advantage is the increased opportunity to obtain 
production contracts related to this research work. The Department 
goes on to point out that technological advances arising from military 
expenditures cannot be continued within the realm of the military; 
often they promise great financial rewards with commercial use: 


Thus the independent commercial contractor, undertaking to perform research 
for the Government, receives over and above his fees, all the financial and com- 


1 Economic Concentration and World War II, op. cit., p. 53. These figures did not include the $2 billion 
spent on developing the atomic bomb. Of this sum, $1,167 million represents funds spent on 3 major facilli- 
ties, individually operated by Union Carbide & Carbon, Eastman Kodak, and duPont, Almost all of the 
equipment was built by such large corporations as Westinghouse, General Electric, and Allis-Chalmers. 

§ In 1956 the U. S. Department of Justice estimated that all American sources for research and develop- 
ment amounted to $7 billion annually. Of this total $2.5 billion represents research done by the Government 
itself or nonprofit institutions. The remaining $4.5 billion is done by private corporations. Of this latter 
figure over one-third—roughly $1.5 billion—is paid by the Government. 

Report of the Attorney General pursuant to section 708 (e) of the Defense Production Act of 1950, as 
amended, November 9, 1956. According to this report, the figure for Federal expenditures of $244 billion is 
actually an underestimate. The salary costs of military personnel engaged in research and development 
are not included. Nor does this figure contain test production costs—a necessary adjunct to putting the 
development to practical use. When these costs are inciuded, Federal research and development expendi- 
tures would be increased to $3.4 billion. 

From lists of the 500 largest contractors whose share of the total awards for research and development were 
99 percent in 1954, 97 percent in 1955, and 98 percent in 1956, the House Small Business Subcommittee com- 
piled a composite list of the 300 largest companies receiving awards, who accounted for 94 percent of the total 
expenditures in the 3-year period. The 100 top recipients accounted for 85 percent of the value of the grants. 
Among this latter group, General Motors was in 19th place with grants totaling $42,254,000. During the 
3-year period shown, Chrysler received $34,717,000, and Ford $14,854,000. (Final Report of the Select 
Committee on Small Business, House of Representatives, 84th Cong., pursuant to H. Res. 114, Jan. 3, 1957, 
U. 8. Government Printing Office, 1957, pp. 86-87.) 

* Report of the Attorney General, op. cit., pp. 19-20. 
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petitive advantages of the commercial applications of inventions, research on 
which has been paid entirely or in large part out of the public purse.! 

Moreover, with regard to patents, the Department of Defense, the 
largest spending agency of the Government, requires only a nonex- 
clusive royalty-free license on patents developed through such research 
paid for by the Government; all commercial rights for the exploita- 
tion of the development remain in the hands of the private contrac- 
tors. The Department of Justice reports that, in the 5-year period 
ending June 30, 1956, nearly 7,000 patent applications arising from 
these contracts were regarded as sufficiently valuable for the contrac- 
tors to keep for themselves and assign merely licenses to the United 
States Government. In contrast, there were only 1,500 inventions 
turned over directly to the Government.'! Where the United States 
Government proceeds to secure patents on these inventions, the pri- 
vate contractor may secure a royalty-free license under the grant. 
Thus, even if he elects not to incur the cost (roughly $2,000) of pro- 
cessing the patent, he can still secure the most favorable position in 
the commercial exploitation of the invention. 

In recent years the Department of Defense has published lists of 
the 500 largest beneficiaries of military prime contract awards for 
experimental, developmental, and research work. These show the 
following grants to the three automobile companies: 





Fiscal year Name of company Rank | Net value of 
award 

Pctdatiisaiptientinnthcpanhbonbadébtandduhionl General Motors............- 24 $13, 880, 000 
CET Sciinnsnibvnichiiongiok 76 2, 712, 000 

| TIE NG. EAE eS 105 1, 672, 000 

Pia stkdghphndenctubabiacibadkosptadpehetadd’ General Motors 24 20, 655, 000 
Chrysler. ........ 29 16, 411, 000 

BOvG...-<annsach 40 10, 442, 000 

Peiennsbtdthikorlcvbcentenedudisindocndinmedsn teen General Motors 17 56, 656, 000 
Chrysler. .-..... 34 17, 827, 000 

POG cihihinen decliingnd tien lll 1, 304, 000 


Thus, in recent years the grants to General Motors have been 
substantially in excess of those to its competitors. This is particu- 
larly true of the most recent year, 1957. If governmental research 
subsidies have the significant advantages ascribed to them by the 
Department of Justice, it would appear that the economic future of 
General Motors is even more promising than its past. 


Determination of trade-in values 


A further possible source of General Motors’ dominance may stem 
from the manner in which values for used cars are determined. Inas- 
much as 60 to 70 percent of all new car purchases involve a trade-in, 
the value given to the trade-in is, along with the price of the new car 
itself, the principal determinant of the net amount owed by the 
buyer. There is evidence that among used cars of roughly comparable 
age and quality, prices of General Motors cars occupy a preferential 
status. Since trade-in values are roughly determined by prices of 
used cars, higher prices of GM used cars work in General Motors’ 
favor in two ways: (a) to the buyer of a new car a higher trade-in 


%Tbid., p. 23. In this connection, the report stated: “Indeed, the hiring position of Government 
contractors has been so improved by reason of salaries industry participants are able to pay, that Govern- 
ment itself is losing many of its irreplaceable scientists. The paradox, of course, is that the Government 
is al subsidizing these salaries.’’ (Ibid., footnote No. 29, p. 25.) 

UTbid., pp. 26-27, 
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allowance will tend to be granted if the trade-in is a GM product; 
(6) in trying to sell a new-car prospect, the General Motors dealer is 
able to make the sales argument that s new car will be worth more 
in the future as a trade-in if it is a General Motors car. Hence, with 
respect to both the net amount owed on a current purchase and the 
value of the current purchase in the future, a price differential over 
competitive makes on its used cars necessarily gives to General 
Motors a powerful competitive advantage. 

This of course raises the question as to how used car prices are 
actually determined. Apparently, the underlying basis for their 
determination consists of various “books” on used car prices, of which 
the Official Used Car Guide,'* published by the National Automobile 
Dealers Association, seems to be the most widely used. Where there 
is little or no haggling between the dealer and the buyer, the books 
are the determinants of trade-in values; where haggling does take 
place, they serve as the starting point in the determination of the 
trade-in values, and any differentials in the price of the various makes 
are likely to be maintained. The NADA books are issued every 
month (and in a fuller form every quarter) for each of eight regions 
of the country. On printed forms the cooperating dealers report to 
the NADA the prices obtained and descriptive information relating 
to particular sales of used cars. This information is then tabulated 
in the central office of the NADA into averages of specific makes and 
models. An example is provided by the accompanying table 8, which 
is reproduced from the publication for the eastern region for February 
1958. It shows the average retail price for used 1954 Chevrolets sold 
by reporting dealers during the previous month; in addition it shows 
the average loan value and the average wholesale price. 


TaBLE 8.—Prices of used 1954 Chevrolets, according to the NADA in January 1958 


Av’g. Ins. BODY Av’g. Av’g. 
Retail Sym. TYPE Model Loan Whsle 


SEES? 


1954-6 160 SPECIAL *° 
675 Gh Sed 4D6.:...1503 450 460 
635 Gh Sed2D06.....1502 423 430 
575 F g Sed 2D (Utly).1512 383 390 
945 Hi StaWgn4D6.1509 630 700 


1954-6 ~210 DELUXE 
795 Hi Sed4D6.....2103 530 540 
755 Gh Sed2D6..:..2102 503 510 
875 Hi ClbCpe6....2124 583 600 
1015 § j StaWgn4D6.2109 677 730 
1954-6 240 BEL AIR 

885 Hi Sed4D6.....2403 590 630 
845 Hi Sed2D6.....2402 563 600 
1015 Hi H’dtopCpe ..2454 677 730 
1115 | j StaWgn4D8.2419 743 820 
958) TT ORS 5 os es 2434 637 680 

1954-6 290 CORVETTE 
1380 MmCon 2 (Spt)...2934 920 1125 

On all 1954 Chevrolets: 
60 Add for Prgid........... 39 50 
30 Add for Pwr Steer....... 19 25 
(Prgld. Std..on Corvette) .~ °~ 


Source: NADA Official Used Car Guide, National Automobile Dealers Used Car Guide Co., vol. 25, 
No. 2, (February 1958), Eastern edition, p. 4. 


oe Official Used Car Guide, National Automobile Dealers Used Car Guide Co., monthly- 
quarterly. 
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That the average retail prices tend to be higher for General Motors 
used cars than for comparable models of Ford and Chrysler is evident 
from a cursory inspection of the NADA books. For example, table 9 
shows the average retail prices for 1954 and 1955 6-cylinder sedans of 
Chevrolet and Ford and Plymouth, as of February 1958, in the four 
principal regions which in the aggregate account for over three-fourths 
of used car sales reported tothe NADA. As will be seen, the Chevrolet 
price is higher than the Ford and the Plymouth in all eight instances. 


TABLE 9.—Average retail prices of used cars, 6-cylinder sedans 


Chevrolet Ford Cus- Plymouth 
210 (6) tomline (6) Savoy (6) 


Eastern region: 
1954 


Pbdudedgdbddccinkuddatdetsactinedsidatobouhmdletianediasnn $795 $680 $675 
Pi rvclintedumauvdvinnidotitinizaneutectinaketinbiihabeaiond 1, 035 980 995 
Central region: 
SE + dein tingwctnncedisddbbctihetbinséaulddasdsidiiaedenak 760 645 625 
NC ie tt diet asendindlareis caiettjaindten eile granite Upiisdmediincieb lat 1,010 940 960 
Midwest region: 
ccienbbictindaisdatigiimantinttenniberiuamsioinsiitcnidipticenas 830 715 705 
Sit iulilihncntednnierepedaeiliienieianiiin Uilehaicatgaiideenbigiannlenslmmanitamits 1,070 1,030 1,030 
Southern region: 
hd diidiidinin tie hp teiciniitibentihndetiacctimantiihyetpbintiiehs tion 790 670 645 
PO etgtdiidetteidsddbembivadvibincbavdsiitainndasaioasdicap 1, 025 965 985 


Source: NADA Official Used Car Guide, National Automobile Dealers Used Car Guide Co., vol. 25, 
No. 2 (February 1958), Eastern, Central, Midwest, and Southern editions, 


This preferential position of General Motors extends as well to 
higher priced makes. Thus, the factory-suggested retail list prices 
of General Motors’ Buick Special and Ford’s Mercury Custom 8 are 
almost identical; this is true of both the 1955 and 1956 models.” 
Yet in April 1958 the used-car prices for these 2 makes (1955) were 
$1,195 for the Buick Special and only $1,075 for the Mercury.“ For 
the 1956 models the average retail price of the Buick Special is $1,500, 
while that of the Mercury is only $1,375." 

The same contrast is evidenced by a comparison of the Oldsmobile 
Super 88 with the DeSoto Firedome, both of which bore, as new cars, 
approximately identical retail list prices..*° The used-car prices of the 
1955 models, as of April 1958, were $1,415 and $1,275, respectively; !’ 
the prices of the 1956 models were $1,715 and $1,600, respectively.” 
Similarly, the 1956 Cadillac 62 and Lincoln Capri, when originally 
sold at retail, had list prices only $84 apart; yet by April 1958 the 
difference in their used-car prices had grown to $615, the Cadillac 62 
being valued at $2,875 and the Capri at $2,260.” 

What are the causes of these higher trade-in values for GM cars? 
Certain factors are self-evident and need only be mentioned in passing. 
General Motors cars have a good reputation for quality; they are a 
“salable” product. If new car purchases are any indicator, there is 
as great a demand for used GM cars as for all other makes put to- 
gether. Moreover, both buyers and sellers have every reason to 
believe that these conditions will continue indefinitely into the future. 

8 The Buick retailed at $2,291 and the Mercury at $2,277 in 1955; at $2,416 and $2,410 respectively in 1956. 

~ ibid, pee BL. Used Car Guide, vol. 25, No. 4, Eastern ed., pp. 4, 84. 

18 The factor -suggested price of the 1955 Oldsmobile was $2,503 while that of the DeSoto was $2,498. 
Fea > _ for the 1956 models were $2,640 for the Oldsmobile and $2,678 for the DeSoto. 

# Ibid” pp. 36, 97, 


1° The factory-suggested price of the 1956 Cadillac 62 was $4,296 while that of the Lincoln Capri was $4,212. 
* Tbid., pp. 11, 80. 
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But behind these rather obvious characteristics of the supply- 
demand situation there are other possible explanations. There is, 
for one thing, the effect on the NADA averages of differences in the 
price received according to types of dealers. 

In order to ascertain whether used car prices do vary by type of 
dealer, a survey was conducted by the National Automobile Dealers 
Association, on which the following analysis is based. The analysis 
is based on the average retail prices received by franchised new-car 
dealers selling each of 3 separate makes of used cars, as of January 
1958, in the 4 principal geographical regions of the country—eastern, 
southern, central, and midwest." The cars included in the table are 
2-door and 4-door sedans of the Chevrolet 210 6-cylinder, the Ford 
Customline 8-cylinder, and the Plymouth Savoy, 6-cylinder (1954, 
1955) and 8-cylinder (1956). These cars are generally comparable to 
each other in respect to both equipment and factory-suggested prices. 
For example, the factory-suggested new-car price of the 1955 210 6- 
cylinder Chevrolet 4-door sedan was $1,819; that of the Customline 
8-cylinder Ford $1,945, and that of the Savoy 6-cylinder Plymouth 
$1,880.% The results of the statistical analysis are shown in table 10. 
The blocked figures in the table represent the highest average retail 
price received for each model. 


TABLE 10 


PRICES OF USED CARS AS REPORTED BY N.A.D.A. 
DISTRIBUTED BY MODEL AND TYPE OF DEALER, 1954-1957 





Eastern Central Midwest Southern 
1954 
Chev, 210 6-cyl, ca $833 6. $827 Cg) $834 829 [9881] $7h9 
Pord Customline 8-cyl. 752 ih 77? [SS] TH. 
Plymouth Savoy 6-cyl. 772 735 802 117 ra 760 [Tei j 735 
2953 
Chev, 210 6-cyl, pa 1102 10 Gen 999 1017 1260 105227 
Ford Customline 8-cyl. 1158 1036 1234 ba 1107 i 
Plymouth Savoy 6-cyl. 959 929 [2)2) 890 887 103 1068 5 936 at 
1956 


Chev. 210 6-cyl. 1406 2h Gal 1368 [isyo] 1388 «kgs Ged 1372 
Fora Customline 8-cyl.1 1454 48 1 1505) 1409 “ 1232 
Plymouth Savoy 6-cyl 1349 1190 1241 1 1390 T15&@ 1320 

SOURCE: WNational Automobile Dealers Association, 1955, Special Tabulation for Subcommittee. 


1/ One Car Only. 
¥ Identical with Chevrolet Dealer 


An example of a perfectly consistent pattern in which each type of 
dealer received the highest average retail price for his make is shown 
for the 1954 models in the Midwest region. For the 210 6-cylinder 
Chevrolet, the highest price was received by the Chevrolet dealer 
($924); for the Customline 8-cylinder Ford, the highest price was re- 
ceived by the Ford dealer ($950); and for the Savoy 6-cylinder model 
Plymouth, the highest price was received by the Plymouth dealer 
($856). The same pattern of perfect consistency existed in the central 
region for the 1956 models. The Chevrolet dealer received the highest 
average retail price of $1,433 for the 210 6-cylinder model Chevrolet, 
while both the Ford and Plymouth dealers received the highest aver- 
age retail price, $1,349 and $1,487 respectively, for their respective 


31 Since the editing for obvious error, as customarily done by NADA, could not be exactly duplicated, the 
summary figures in the table differ slightly from those found in the NADA Official Used Car Guide for 


reer 1958. 


22 NADA Official Used Car Guide, op. cit., April 1958, pp. 16, 57, 109. 
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models. The same pattern also existed in the southern region for 
1956 models. 

Moreover, the deviations from this pattern are not of sufficient im- 
portance to alter the general conclusions. In the 4-region sample, 
the Chevrolet dealer received the highest average retail price for the 
Chevrolet in 11 out of 12, or 92 percent of the cases. Similarly, the 
Plymouth dealers received the highest price for the Plymouth in 10 
out of 12, or 83 percent of the instances. Most of the deviations re- 
sulted from the fact that in only 6 out of 12 cases did the Ford dealer 
receive the highest price for the Ford.” 

The rationale for this variation in prices received by type of dealer 
is rather obvious. Buyers of used cars fall into two groups—those 
initially interested in new cars and those initially interested in used 
cars. With respect to the former, the buyer may find that he is 
financially unable to pay the price of a new car, in which event the 
dealer may be expected to try to interest him in a used car. On the 
buyer’s side, the fact that he was initially interested in a new car of 
that make would presumably make him more interested in a used car 
of that make than in a used car of another make. At this point an 
important finding by Dr. Ruby Turner Norris in a survey which she 
conducted of car buyers’ habits comes into play. Automobile buyers, 
she found, generally do not “shop around,” but rather tend to buy 
their car from the first dealer they visit.% It would logically follow 
that if the buyer does not “shop around’”’ among dealers for a new 
car, he would not be inclined, upon finding that he is unable to afford 
a new car, to approach other dealers for a used car of that make. 

By the same token, the buyer initially interested in a used car of a 
given make would presumably be expected to initially approach a 
dealer handling that make.* If Dr. Norris’ findings are correct and 
he does not tend to “shop around,” the dealer handling the make 
again has the advantage. It would be only logical for the dealer to 
capitalize on that advantage by selling at a higher price than the 
buyer would actually be charged for the same car by dealers handling 
other makes. 

It can thus be seen that the findings of the statistical analysis are 
in accord with logical expectations. There are sound reasons to 
assume that on used-car sales of a given make, dealers handling that 
make obtain higher prices than dealers handling competitive makes. 
Given an uneven distribution of sales among makes, the inevitable 
result is to make the average retail prices partly a function of the 
number sold by the dealers handling that make as compared to sales 
by dealers handling other makes. 

Essentially, for used car sales of any given make there are two types 
of outlets among new car dealers—a high-price outlet consisting of the 
dealers handling that make and a low-price outlet consisting of all 
other dealers. Obviously, the higher the proportion of sales made 
by the high-price outlet, the higher will be the average price for the 

% Eliminating the smallest sample region, the Midwest, the remaining regions—eastern, central, and 
southern—comprise 88.7 percent of the sample. In these 3 regions combined, the Chevrolet dealer received 
the highest retail price for the Chevrolet in 89 percent of the cases, while the Plymouth and Ford dealers 
received the highest average price for their own comparable models in 78 percent and 56 percent of the in- 
stances, respectively. 

* Hearings, pp. 2456-2457. 

34 Of course, he might also approach used-car dealers, but since they are not members of the National 


Automobile Dealers Association and report only a negligible proportion of the prices used by that organ- 
ization, they do not affect this analysis. . . - 
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make, as reported by the NADA. That used car prices were sig- 
nificantly higher for Chevrolet than for Ford, as shown in table 9, is 
due partly to the fact that the proportion of used Chevrolets sold by 
Chevrolet dealers was higher than the proportion of used Fords sold 
by Ford dealers.** This of course raises the conceptual question of 
why one make of used car, which is generally comparable to another, 
should have a lower average value merely because relatively fewer 
are sold by dealers handling that make. What conceivable relation- 
ship is there between the relative distribution of sales by type of 
dealer and anything which can be regarded as representing the true 
worth of a used car? 

The effect of variations in price by type of dealer can be particularly 
injurious to the “independent” makes. If, for any reason, the dealers 
of the major companies were to sell at a relatively low price the used 
cars of one of the remaining “independents,” its average used car 
prices shown in the NADA Guide would almost Snvitabhy tend to 
decline. The lower quotation in the NADA book would set in motion 
an endless downward spiral. In turning their cars in on the purchase 
of a new car, the owners of the independent make would receive a 
lower trade-in allowance from all dealers who base their allowances 
directly or indirectly on the NADA Guide. Then, reflecting the lower 
trade-in allowance which they had granted, dealers could well afford 
to sell the make at a relatively low price, which would further depress 
the average price shown in the NADA book. As the values in the 
NADA book fell, the owners of the independent make would find 
that they could get a reasonable trade-in allowance only from the 
dealers handling that make, who, in their endeavor to maintain new- 
car sales, could be expected to give more liberal trade-in allowances 
than other dealers. It is this sequence of events which tends to put 
the buyer of an independent make in the position of being “stuck” 
with it. Only by turning it in on the same make in the future can 
he avoid receiving what certainly appears to him—and may well be— 
an unreasonably low trade-in allowance. In their desire not to become 
enmeshed in this situation, buyers who might have been considering 
purchasing an independent make become dissuaded from doing so, 
and the new car sales of the independent fall accordingly. 

Once set in motion, the downward spiral of trade-in values for an 
independent can continue indefinitely. In all probability this chain 
of events has accounted for much of the extensive decline in used-car 
prices of some of the independents during recent years. For example, 
the suggested retail list price of the 4-door sedan 1955 Studebaker 
Champion DeLuxe 6, when originally introduced, was only $47 below 
the Chevrolet Bel Air 6; by January 1958 the Studebaker used-car 
price was $325 below the used Chevrolet price. Similarly, the 1955 
Studebaker State President was originally listed at a price $19 higher 
than the Oldsmobile 88; by January 1958 the Studebaker used-car 
price was $180 below the used Oldsmobile price, an increase in the 
margin of nearly $200.” 

26 In January 1958, of the total sales of 1954, 1955, and 1956 used Chevrolet 6-cylinder sedans by all new-car 
dealers, 77 percent were made by Chevrolet dealers; the corresponding percentage for Ford was only 63 
percent. This factor would not, however, explain the lower ries received for Plymouth since 84 percent 
of used Plymouth sales were made by Plymouth dealers. For Plymouths the explanation would appear 
to lie more in the size of the differential in price than in the relative distribution of sales by type of dealer. 
As can be seen in table 10, the price received by Chevrolet dealers for Chevrolets exceeded that received 


by Plymouth dealers for Plymouths in 10 of the 12 instances, 
3? NADA Official Used Car Guide, eastern ed., vol. 25, No. 2, Feb. 1958. 
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Moreover, the depressed level of used Studebaker prices in January 
1958 was partly a reflection of relatively low quotations by Chevrolet 
and Ford dealers, who accounted for 30 percent of the used Studebaker 
sales. The special tabulation prepared by the National Automobile 
Dealers Association for the subcommittee reveals that the average 
prices reported by Chevrolet or Ford dealers for used Studebakers 
(Champion De Luxe 6-cylinder) in January 1958 ranged, with one 
exception, from 20 percent to nearly 50 percent below the average 
price reported for the same model by Studebaker dealers. The show- 
ings of the tabulation are summarized in the following table which 
shows for the NADA’s 4 principal regions the average prices received 
in January 1958 for 1954, 1955, and 1956 Studebaker Champions, 
by type of dealer; in all cases except 3 the high price was the average 
reported by Studebaker dealers, and in all cases except 1 the low price 
was the average received by Chevrolet or Ford dealers. 


TABLE 11.—Prices of used Studebakers (Champion De Luae 6-cylinder) as reported 
by NADA, distributed by year and type of dealers, January 1958 























Eastern Central 
Chevrolet} Ford Ply- Stude- {Chevrolet} Ford Ply- Stude- 
mouth baker mouth baker 
BE i cnn enireaiy $632 $618 $780 $871 $675 $505 $713 $788 
TG. Rencotedspuatice 855 898 903 1, 164 870 845 895 1,036 
BEES prietatnddécncuus 1,145 1, 256 1, 315 1, 598 1, 595 1, 280 1, 230 1, 435 
Midwest Southern 
$648 $605 $798 $775 
875 905 917 1,117 
798 1, 235 1, 255 1, 569 














In a sense it is ironic that the problem to which this discussion has 
been addressed has arisen from the use by the National Automobile 
Dealers Association (and similar organizations) of proper statistical 
procedures. For most purposes the computation of average prices 
weighted in effect by the volume of sales is the correct procedure. 
But it may not be the correct procedure for the purpose of determining 
average values for used cars, given the circumstances of (1) consistently 
higher prices received for a given make by dealers handling that make, 
(2) a highly uneven distribution of sales of a given make by type of 
dealer, and (3) the apparent practice of dealers of major producers in 
selling—for whatever reason—independent makes at relatively low 
prices. 








PART II 


THE NATURE OF COMPETITION IN THE AUTOMOBILE 
INDUSTRY 


CuapTerR 3. Prick CoMPETITION 


Competition in the automobile industry is a matter of great com- 
plexity involving both price and nonprice forms of rivalry. Although 
y its very nature the mechanical complexity of an automobile would 
seemingly present infinite opportunities for price differences, the 
rivalry in price has evolved in such a manner as to result in the 
virtual elimination of price differences among the major producers for 
comparable models. Largely replacing rivalry in price at the manu- 
facturer’s level has been a steady, and in recent years astonishing, 
increase in the emphasis given to the various forms of nonprice com- 
petition. 


A study in contrasts: Ford in 1920 and 1957 


The change that has occurred in the pricing practices of the auto- 

mobile industry is epitomized in two events involving the Ford com- 
any. One occurred in 1920, the other in 1957. 

In 1920 Ford was the largest unit in the industry, accounting for 
nearly half of the total automobile business. Along with the sagging 
economy of that year came a marked decline in automobile sales. 
Henry Ford’s reaction is graphically portrayed by Nevins & Hill in 
their authorized history of the Ford Motor Co.: 


But by midsummer the situation had become menacing. Sales were falling off 
yet the costs of raw materials continued high. To maintain production an 
income, some kind of wizardry was required. Ford now perceived that inflation 
must be met boldly. He would reduce prices. He recognized that since he was 
still paying high rates for materials, any drastic reduction in car prices—and he 
knew that a drastic step was necessary—would mean that for some time he would 
sell every model at a loss. 

But he could neutralize much of the loss through the sale of parts; his act 
would compel his rivals to reduce prices; costs of materials, sure to fall in any 
case, would be deflated more rapidly; and over the long period the operation would 
be profitable. 

He called a conference of high Ford Motor Co. officials (Edsel, Kanzler, Soren- 
son, Knudsen, Ryan, William H. Smith among them), informed them of his 
intention, and bade them plan reductions. They worked out a set of figures. 
Ford glanced at these, and announced abruptly that the cuts were too small. 

They tried to argue with him, and he got mad. He pulled out a piece of paper 
with penciled prices on it and said ‘‘There gentlemen, are your prices.”” The men 
were astonished. They told him the company would go broke on those prices. 
He asked for the paper back and reduced 2 cars $5 more. 

The first leader in the industry to act, Ford startled the Nation and his com- 
petitors on September 21 by the size of the cuts, some of which were: 





Unit Old price New price Amount of 
cut 
Ce iii ceatliad ainenaiscabhdapemaeiabibieiniclinanmmntes diana $525" $360 $165 
SIE bthniih ceiiamnipaindatoondelniasasstiinietemmudtien 550 ! 395 155 
I I Nottie ics ih ina ting etemhinthhisdind ikubudaadeabiame 575 440 135 
RI Aisi haa icici taka nnd initials deesccd eucbsigendbdcuiiiaatbadndnianieunnettnl 850 745 105 
Rita pilnidsctnhiniidsindcnguntinbuddstcinkinpeaniateeinaset 975 795 180 
* ~ e * * « * 
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The immediate response of a number of rivals was hostile. One group, includ- 
ing Dodge, Maxwell-Chalmers, Hupp, Hudson, Essex, Paige, and General Motors 
conferred in Detroit and announced that prices should not be lowered, because 
buyers would then expect further reductions, and all buying would cease. “You 
can expect anything from him!’ remarked one competitor. ‘‘We’re disposed to 
look at it just as he looked at his peace ship,” shrugged another, ‘an eccentric 
matter, which he is perfectly able to pay for, and therefore is entitled to enjoy 
as much as he ean!’ But in 2 days the Franklin Automobile Co. followed the 
Ford lead, and soon, too, did Studebaker and Willys-Overland. ‘It was said that 
we were disturbing conditions,” Ford remarked later. “That is exactly what 
we were trying to do.” ! 


The second event—indicating jthe radical character of the change 
that has taken place—occurred on 1957 models. 

On September 29, 1956, Ford announced its ‘suggested " pricelist 
for its 1957 models. For some time previous there had been rumors in 
the industry that prices would be increased 5 to 7 percent, the an- 
nounced purpose being to help maintain ,“‘a competitive pricing 
position for higher cost producers such as Chrysler, American Motors, 
and Studebaker-Packard.”’ ? 

Ford, however, announced an average price increase of only 2.9 
percent, ranging from $1 to $104 on its new models. A Ford repre- 
sentative described the price rises as ‘“‘no more than our actual costs for 
materials and labor have gone up.” ® 

An immediate protest arose within the industry and industry 
spokesmen prophesied that the price increases for other members 
would be higher than Ford’s average of 2.9 percent. At the time 
the Chevrolet general manager affirmed that General Motors’ prices 
would be higher but said “not a single person in GM knows how 
much, including Mr. Curtice.”’ * 

Two weeks later, on or about October 13, 1956, General Motors 
announced its prices on its new Chevrolet models. No announcements 
were made on any of General Motors’ other models. The Chevrolet 
prices followed earlier predictions in reflecting an average increase 
of 6.1 percent over 1956 models, with actual prices ranging from 
$50 to $166 higher. Smaller increases were announced for hardtops in 
the anticipation “that the volume of those models will be increased 
greatly during the coming year.’’® 

The General Motors announcement was received with evident 


pleasure by the industry. According to one trade report, the news 
was welcomed— 


by other car makers who, nearing their own pricing deadline, had to account for 
heavy investments in manufacturing and tooling changes but at the same time 
were concerned lest they overprice their competitor. ® 


Ford waited 1 week and then revised its prices upward. In addition, 
it reduced its dealer discounts—the margin on which the dealer 


operates—from 25 percent to 24 percent, “making it the same as 
Chevrolet’s.”’ ? 


_ With the pricing picture now clarified, Chrysler felt free to announce 
its new prices. This was done the following week, on October 30, 
for all four of its makes. Somewhat belatedly, beginning on Novem- 


1 Allan Nevins & Frank Ernest Hill, Ford: Expansion and Challenge, 1915-33, Charles Scribner’s Sons, 
1957, pp. 152-154, reproduced hearings, pp. 2756-2757. 

2 Business Week, September 29, 1956. 

§Tbid. 

4Thid, 

§ Wall Street Journal, October 15, 1956. 

* Ward’s Automotive Reports, November 5, 1956. 

TIbid., October 22, 1956. 
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ber 6, General Motors made a seriatim announcement of prices on 
Oldsmobile, Buick, Pontiac, and Cadillac cars. 

The table below shows the original and final prices established by 
Ford, and the remarkable conformity between the latter and Chev- 
rolet’s prices on comparable 6-cylinder models. In 6 instances, the 
final result was that Ford was only $1 below Chevrolet; in 3, it was 
$1 above; in 2, the price was identical. In only 2 instances was the 
price difference as much as $10. Conparable Plymouth prices are 
not shown in the table; in general, they pane wel to the traditional 
Chrysler pattern of being around $20 higher. 


TaBLE 12.—Forg’s factory retail prices, passenger cars, 6-cylinder 1957 models ' 
(Federal: axes, delivery, and handling not included) 


Ford’s Ford’s final | Ford com- 


Model original prices red to 
prices hevrolet 

Custom: 

Id. os erslis naire diibmecdinghaalattie $1, 685 $1, 679 —$1 

CS. nth ind wicinnadinhiatpuintneldanisoceninsaiisedelel 1, 788 1, 783 () 

I iil). nbd dabibinenbdelcmeicnioedheacesanabuuis 1, 836 1, 830 -1 
Custom 300: 

Tt bist enienudkpinietaseeesbenckoenncadapenaivawilns 1, 861 1, 890 —10 

iio cdlhitaempwinghingainenniginitinbidocuinnigbieiguadtingis 1, 909 1, 937 ll 
Station w: sa 

I as ee italien ccdbbebucinhnesenochinnl 2, 077 2, 071 -1 

Del Rio Ranch Fh nial adit ilae nae aa 2, 137 2, 161 +1 

6-passenger Country Sedan. ....................-..-....-- 2, 181 2, 211 +1 

9-passenger Country Sedan..............................- 2, 280 2, 309 —1 
Fairlane: 

i iil ati ella oaiinmeaiidineteenibithes 1, 998 2,010 +2 

I hein cincattitialiienastsdien atin enactiaemcianniudibiniiioaiicn shill 2, 047 2, 057 +1 

INN, oc cn iaeidisddanmanniinmaiinnartecanninaskense 2, 052 2, 063 -1 

I I a a Da erihhddadccedwadbimadaidhipabadéiied 2, 113 2, 124 —1 
Fairlane 500: Sunliner convertible. .............-..-.-...--... 2, 302 2, 261 (®) 


. 8-cylinder models for both Ford and General Motors were $93 higher. 
Same. 


Source: Ward’s 1957 Automotive Yearbook, 19th edition; Wall Street Journal, October 22, 1957. 


joe subcommittee was quite interested in this particular ricing 

enomenon. Reference was first made to it in the hearings by Walter 
Saber president of the United Automobile Workers, who character- 
ized it as the ‘double shift in Ford prices.”” He stated bluntly: 


Now Ford was supposed to have established their prices based upon their cost 
figures. But what happened? As soon as General Motors announced higher 
prices Ford revised their prices upward in line with GM. This is the first time in 
the history of a free enterprise economy where a company raised the price of their 
products in order to be competitive. 

They raised their prices to be competitive—why? Because prices in the auto- 
mobile industry are set by General Motors. 

Ford had to get their line out early so they had to have a price tag on it when 
they sent them to the dealers, and so as soon as General Motors made up their 
minds what the price would be that year, Ford very quickly got into line. Now, 
that is an administered price system * * *,8 


The next witness was}Harlow H. Curtice, president of General 
Motors, who disclaimed all knowledge of the event. When asked 
why Ford “revised their price upward,” he replied: 


I can only discuss the business of General Motors. I have no knowledge what 
impelled them to change their price.® 


8 Hearings, p. 2214. Mr. Reuther presented a table showing Ford’s and Chevrolet’s 1956 prices, Ford’s 
first _— on tts 1957 models, the Chevrolet prices, and Ford’s final prices. This table, p. 2405 of hearings, 
at re. data _— to that shown in the text of this report, 
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Senator Kefauver suggested it might indicate that Ford ‘‘thought you 
should be the price leader, and have their prices in line with your 
prices.” Mr. Curtice’s reply was— 

I would not have the slightest opinion as to what might have gone on in their 
minds,!° 


He stated that, so far as General Motors was concerned— 


We announce our prices at the time our cars are available in sufficient quantity 
with our dealers for a public announcement. That is the governing factor with 
respect to the time of announcing." 


The explanation of Theodore O. Yntema, vice president of Ford, 
who presumably had some familiarity with the event, is exceedingly 
interesting, and is worth quoting in full: 


Senator Kerauver. How did it happen that 3 w eeks later you decided to get 
your prices exactly in line with General Motors’ prices? 

Mr. Ynrema. Mr. Chairman, we did not get them exactly in line. I remember 
that very well, and I would like to tell you what happened. I wish you had 
been there and seen it. We came out in the beginning of the 1957 model year 
with a brand new car, the 1957 Ford, and that resulted in our getting before the 
year was out substantially higher registrations than Chevrolet. 

That was a car that cost us a great deal more. It was a bigger car and a more 
expensive car. We were also engaged in an expansion program. There were 
some unusual costs involved. And I remember very well the Ford division 
studied the problem at great length. It came into the central staff and was 
reviewed as usual, 

I remember going over it and I cannot quote the detailed figures, but I remember 
quite well my opinion that the rise was not nearly enough to cover our costs, 
our increased costs, and I personally had violent objections to it. There was a 
great deal of discussion in the executive committee with respect to this matter, 
and there were persons with very strong differences of opinion. 

I thought that we were making a mistake. The chart that I showed you earlier 
this morning indicates quite clearly that in spite of the increases in price, that one 
and the subsequent one, that our profit margins did not improve in the fourth 
quarter, and they continued to deteriorate during 1957, and I had personally 
thought we were making a serious mistake. 

There were others who thought the same. The preponderance of opinion was, 
however, that we should not raise our prices by the amount of our costs because 
our competitor had a car that was in the third model year, and we thought it 
quite possible that they might shade very considerably. Our principal competitor 
came out with higher prices than we expected. We had a better product than 
they did. We knew we could beat them in the market with it. We wanted to 
make a decent profit and so what we did was to raise our prices up to a point where 
we would still have a very substantial competitive advantage over them. 

As it turned out we did. We sold more Fords than they sold Chevrolets. I 
think if anyone of you had sat in on the whole circumstance, that you probably 
would have done the same kind of thing. We were not covering our costs, even 
the two combined increases did not cover our increased cost, and this is a matter 
of opinion. As I say, it was a very close decision in the first, place as to what to 
do, and finally what we did was to revise it and to add something that still did not 
cover our total costs. Now that is the whole story as it happened.” 


Senator Kefauver remarked that, at the time of the original price 
announcements, a Ford spokesman had stated that the new prices 

covered “actual costs for material and labor.” He added, 

Even though you were satisfied that you would make a good profit, you immedi- 
ately raised yours. Why? Why not keep your competitive position? ™ 


10 Thid., p. 2558. 
1 Thid., p. 2557. 
3 Thid., p. 2693. 
8 Idem. 
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Mr. Yntema replied that Ford officials were ‘“‘not satisfied, as a matter 
of fact.” He explained: 

I mean this is the kind of thing that happens in a competitive situation. It is 
like a boxing game where you try to guess what your opponent is going to do. 
You cannot tell, but this is part of the whole assorted picture. 

We made a very bad guess as to what our opponent would do. We knew we 
should price higher if we were going to maintain anything like the profit margin 
like we had and which was not enough to—— 

Senator Kerauver. If you had kept your prices lower, might not Chevrolet 
and other cars have come down to meet yours? 

Mr. Yntema. Conceivably it would have happened. I do not know if it would 
have happened. 

Senator Kerauver. If you had kept yours lower, would you not have gotten 
more sales, more business? 

Mr. YntTeMA. Probably some more. I do not know how much. This is a 
question of all of the factors in the situation that you take into account, and I 
have told you the story just as it happened." 

Senator Kefauver remarked that he still did not understand why 
Ford’s prices were changed ‘‘to become almost identical with theirs.”’ 
Mr. Yntema replied: 

In view of all the circumstances we thought that we had made the wrong 
decision earlier, and there were some of us who thought so originally. I must 
say that the views of some of us were quite different from the actions taken and 
that later prevailed." 

Thus, it would appear that, just as personalities and relative 
industrial positions change in the course of the life of a corporation, 
so, also, the least conforming may in time become the most receptive 
to the established mores of the trade. In the first instance, the Ford 
Co. was ruthlessly setting the price pace for the industry in total dis- 
regard of the conventional thinking of its competitors.’* In the second 
and later instance, Ford initiated its original set of prices, only to 
withdraw them later for higher prices more in line with those of its 
leading competitor. Probably no other two events could better illus- 
trate the significant drift away from price competition that has oc- 
curred in the automobile industry. 

Mr. Yntema’s testimony is markedly reminiscent of that presented 
in the subcommittee’s earlier steel hearings. Just as the present 
head of National Steel—the one corporation which 25 years ago acted 
most independently of United States Steel in pricing—manifested no 
inclination to fix his own prices today,” so did the top representatives 
of Ford at the automobile hearings. When asked by Senator Kefauver 
if the original prices set by Ford on the 1957 models would not have 
meant more sales for his company, Mr. Yntema turned the question 
aside by remarking: 

Probably some more. I do not know how much. This is a question of all the 
factors in the situation which you take into account. 


And just as Mr. Humphrey, of National Steel, paid high tribute to 
United States Steel as the price leader, in the subcommittee’s earlier 
hearings,'* so did Mr. Yntema in speaking of General Motors. 


“4 Thid., p. 2604. 

18 Tdem. 

16 This kind of independence by Ford was not limited to the twenties. In 1934, Ford refused to follow the 
lead of Chevrolet and Plymouth in a price increase as the country was emerging from a depression. The 
decline in sales of the Chrysler and General Motors products was so great that, after 2 montbs of attempting 
to hold the line, they reduced their prices to the former level. Harvard Business Review, autumn 1939, 
p. 66, Homer B. Vanderblue, Pricing Policies in the Automobile Industry: Incidence of Demand. 

1? Administered Prices, Steel, 8S. Rept. 1387, 85th Cong., 2d sess., p. 96 ff. 

18 Hearings on Administered Prices, Steel, pt. 3, July 1957, p. 870. 
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By virtue of consistently excellent performance over a long period of years, 
General Motors has won a high rating of its net asset values. fs management 
has been able to achieve unusual efficiencies in scale of operations, in dealer 
organizations, in product improvements, in production methods, and in other 
phases of its operations. As we know only too well, General Motors does not get 
its profits by excessive prices, but by low costs.” 


Price complexity and price deception 


The automobile purchaser is faced with a bewildering array of prices 
when he enters the market. If he shops around, he usually ends up 
with a confused recollection, a large handful of prices—all different, 
and a desperate intent to get himself a bargain. Ordinarily, in this 
effort, he concentrates his attention upon the monthly payments and 
the trade-in value that is quoted on his old car. His natural assump- 
tion is that autokhebtica. Hike most of the commodities he buys, are 
offered at established prices which prevail generally throughout his 
community. His only recourse for a bargain, then, is a dicker on the 
value of the old car that he is relinquishing. 

This mirage is fostered by the complex price structure that prevails 
in the marketing practices of the industry. For lower priced auto- 
mobiles, the factory-suggested price—the price recommended by the 
manufacturer to the dealer for resale of the product—is merely the 
beginning of an addition series. In most parts of the United States, 
a heater is regarded as necessary equipment; on 1958 models, this 
represents another charge of around $50. Two-tone paint—to be 
found on many of the cars shown the prospective purchaser—is 
another extra charge, usually in the neighborhood of $30. <A radio 
is, of course, also additional—approximately $60. An automatic 
transmission represents a significant outlay of around $200. If the 
consumer’s tastes tend in that direction, he can add power steering, 
power brakes, white-sidewall tires, electric windshield wipers, safety 
panel padding, and a host of other items—all at extra cost to himself. 
And, finally, it should be noted that, although the factory-suggested 
price includes Federal excise taxes and suggested dealer handling 
and delivery charges, it does not include transportation charges from 

oint of assembly to place of sale; nor does it encompass State or 
Goal taxes. 

Clearly, the possibilities of multiple prices are great. And such 
possibilities have been heightened by the dealer’s practice of exhibiting 
particular cars on his lot—each with a varying array of optional 
equipment—and quoting a package price. The price picture is 
further complicated by the fact that, as one moves up the social scale 
into the range of more costly vehicles, items which are optional on 
lower priced automobiles are often standard equipment included in 
the factory-suggested price. For example, the 1958 model of the 
Oldsmobile “gg” series included as standard equipment, automatic 
transmission, power steering, dual exhausts, power brakes, electric 
clock, safety pad, windshield washer, and a number of other items 
which are optional on all lower priced makes of General Motors. 

In the past, few purchasers have had any real awareness of the 
equipment for which they pay extra and that which is standard on 
the cars they examine on the dealer’s lot. Ordinarily, a buyer deter- 
mines upon a particular make—because it is regarded as within his 


19 Hearings, p. 2745 
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price range or a personal preference has been established—and the 
search then begins for the highest allowance available on the old car. 
This is not surprising, because the a'lowance is the one variable over 
which he feels he has some control in an area where prices of new cars 
are supposedly fixed and uniform in their communities. 

Automobile dealers have met this problem head on by the device 
of the “price pack.”’ In order to grant a large trade-in allowance, the 
total price quoted by the dealer has been raised a few hundred dollars 
to allow for the inflated trade-in figure. The practice has been en- 
couraged by the existent complexity of the price structure with all of 
its extra charges for optional equipment. No difficulty is presented 
in padding the total price with an added several hundred dollars to 
allow the purchaser-the fictitious enjoyment of a good deal. In view 
of the car buyer’s concentration on how much he gets for his trade-in, 
this kind of deception has become an almost universal practice 
throughout the industry. 

One attempt to restore honesty in price quotations lies in the recent 
legislation requiring price posting on all new cars.” This, coupled 
with a detailed setting forth of the prices for all optionals, will at least 
draw the purchaser’s attention to the fact that more is to be con- 
sidered, in his shopping around, than the trade-in allowance he can 
obtain on his old car. Because of the numerous elements that make 
up the final price—plus the financing charges, which are discussed 
elsewhere in this report—such legislation could se arcely be expected 
to eliminate all opportunity of dece eption. But it should at least help 
to equalize the purchaser’s chances to defend himself in the horse- 
trading atmosphere of the modern car market. Or, as one witness 
stated before the subcommittee, it would “reaffirm the responsibility 
of the automobile dealer and take him out of the Arab rug peddler 
class.”’ 7! 

Price complexity arising out of one practice, however, would not 
be affected. This is the device of quoting prices on stripped-down 
models in the lower price range and then pyramiding costs for op- 
tionals, as against naar such optionals as standard equipment in 
higher priced cars. This form of deception is designed to give an 
appearance of greater price variation than, in fact, exists. An 
example or two will illustrate the point. 

The 1958 factory-suggested price for the “98” series, Oldsmobile 

4-door sedan (305 horsepower) is $3,824. The price for the same type 
in the “88” series (265 horsepower) is $2,837—ostensibly about $1,000 
lower in price. A comparison of standard and optional equipment 
on these cars, however, shows that the true difference is only about 
half this amount. While the items listed below are all standard 
equipment on the “98,” they constitute optionals for the “88” and 
raise the price to approximately $3,335. 

2 85th Cong., 2d sess., 8. 3500, introduced by Senator Monroney of Oklahoma. 

21 Mr. Lawrence E. Crooks, automotive consultant, Consumers Union of the United States, Inc., hearings, 
p. 2645, It is of interest that the price-pack practice has constituted one of the major hurdles of the foreign- 
ear dealers. With demand in excess of supply, as existed in 1958, these dealers sell their merchandise at the 
fixed, published price, and offer trade-ins based upon what they may recover from used-car wholesalers. 
Many prospective purchasers have been astounded to be offered only a few hundred dollars on their old 


cars when they have just been offered double the amount from a dealer using the price-pack device in the 
sale of American cars, 
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Oldsmobile 
“*88”" series, 
4-door sedan ! 





Factory suggested price $2, 837. 00 





PE EEO ME OSIO. 225085. elon ok ne we le wens bus ceded bwbcehdbdaen dlcberodss 231. 34 
IND. ccntnabneciatsimemsnceses : ‘ b-iinteisin etal 107. 50 
ee eee aie eae erie tae oats : : 26. 87 
OE AOR A Shoe ob eck bcc cwenin dase sedeseme ‘ 39. 77 
Custom lounge cushions " wqretattiitens dish: Conpeinsma ene iste ea 

POT 2.. <cacbadibocabut suddcset checscuddddndddetuh shibaciidse tue doce ae 20. 87 
I NN eae Diath Eh il « iw Get expen pension SIAN ret inte hdr ened eet dee aks eS -| 21. 50 
i Wt...) ...cacachsashencemonhoecalumcanewabatiitsnrsuk cron dataete -| 12. 04 
Hand brake signal light -............ wvigdddne ciitiile Cebtdiss tssdse dee 5 ee 4, 28 
I OO i asia ithanithaan tae | 16. 59 
ee Gpeeres Waters. lA iS ee ae 16. 59 





nc ee ee eae Bas Se ae shot ita tS | 3, 334. 35 


! Automobile Invoice Service Co., 1958 models. 


Or take the cheapest General Motors 4-door Chevrolet sedan (Delray 
series, 6-cylinder, 145-horsepower), with a factory list of $2,155, and 
the lowest-priced Pontiac 4-door sedan (Chieftain) with a factory sug- 
gested price of $2,638. Not all of the optionals which are standard 
equipment on the Oldsmobile ‘‘98’’ are available for these cars; but 
paling up the possibilities, the comparison is approximately as follows: 


Chevrolet Pontiac 
Delray series| Chieftan 4- 
4-door sedan,| door sedan 
| 6cylinder! | 8 cylinder ! 





} 
| 


Factory suggested price............._..-. pikdaadniuaiesiabictiiiniaedaiinpemednpaaeane $2, 155. 00 | $2, 638. 00 





ithe vendinein bin vddinbocalaine phndctbceent ttebuedikbaabadace iced 107. 00 (2) 
PERSED CIGMMOMIONOND. 2 iid cacinndcssccedebeeicsabenugabnne<asa aiaadobbboul 231.35 | 231. 34 
PE. «Sco wakecton bun panck fepbinmbaanin alee . Se be ee re ae 69. 95 107. 50 
PE MNES bs oaks ixiucndgadestiddtnnnsdéueabe. webchtsddbeieew abate 16.15 | 31.18 
ee 37.70 39. 77 
Electric clock._............ babe bodad in Sade peidectcecdice J thanbasckckedea 18. 85 | 19. 70 
OS ge ES eR TUR a Pees eee eee ic 5 cE eee CLs | 16.15 | 19. 35 
RIN, SONI ab Sse hctes ab ns sinsigdn pik ne decade bepiidnindise=ten ehemee } 14. 25 13. 85 
UII ON i ok be ep heneiemel tih aa ential 6. 25 5. 75 
poneeees Genes Wades Gree. ie ce ce PE Hbenttccd occas / ‘ i 35. 20 
Deluxe steering wheel_-........-- Lil wddadd hn be dnk cle bbe italieeincheaigiemek Matas 5. 92 15. 78 
| | 
Dai ae, Delile ad bgt wii bahite sipeideinseiiden ankle ba eas Balle ite | 2, 678. 57 | 3, 157. 42 


1 Automobile Invoice Service Co., 1958 models 
2 Standard equipment. 


The same situation is true in the case of Chrysler and Ford. The 
1958 Chrysler Saratoga 4-door sedan, for example, has a factory sug- 
gested price of $3,818.” This model includes as standard equi ment 
TorqueF lite transmission, power steering, electric clock, valded dash 
panel, custom steering w heel, chrome wheel covers, windshield washer, 
hand brake light, foam cushions, and back-up lights. The lowest 
priced De Soto 4-door sedan is the FireSweep 8. It has a factory 
suggested price of $2,818.50—$1,000 less than the Saratoga.” But 
all of this equipment is optional on the FireSweep, and if added to- 
gether, the price difference is substantially less than that which ap- 
pears on the surface. The lowest priced 4-door sedan of the Chrysler 
Corp. is the Plymouth Plaza 6 cylinder which has a factory suggested 
price of $2,169; optionals include a charge of $107.75 for a standard 
V-800 engine, $179.55 for a PowerF lite transmission (2 speed) or 


23 Automobile Invoice Service Co., 1958 models. 
% Idem, 
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$220.05 for a TorqueFlite transmission (3 speed), $76.50 for power 
steering and the like.* For most purchasers of Plazas, the quoted 
price of $2,169 is a fiction unrelated to the actual purchase price paid. 

The 1958 Montclair version of the Ford Mercury (4-door sedan) 
has a factory-suggested price tag of $3,236 but its standard equipment 
includes a Merc-O-Matic transmission. The Montet rey is priced at 
$2,721, but the same transmission is optional here and raises the cost 
another $225.80.% The lowest priced Ford 4-door sedan is the Custom 
300 which has a factory-suggested price of $2,119 for a 6-cylinder 
model.2® A standard V-8 engine ups the price another $136.76; + 
Fordomatic drive, $179.80, or overdrive, $108.40; power steering, 
$68.70. The possibilities for added expenses are almost endless. 

In terms of the needs of the automobile, some of these items are 
not merely optional but essential to the safety of operation. Con- 
sumers Union, which tests cars each year as they make their appear- 
ance, recommends that all cars above and including the higher-priced 
models of Chevrolet, Ford, and Plymouth should be bought with power 
steering. At the subcommittee hearings, Mr. Laurence E. ( ‘rooks, 
automotive consultant for this group, testified that the weight of 
these cars is now so great that parking without power steering is very 
difficult; and that, on the highway, the wheel cannot be handled 
quickly enough to make a sudden maneuver and recover from it. 
He stated: 

Therefore, we are forced to recommend power steering in order to reduce the 
ratio and allow the wheel to be turned more quickly * * * And cutting down 
the ratio does give a measure of safety compared to the same car with manual 
steering on the highway.?’ 

However, power steering has the disadvantage that “it does not give 
you the same feel of the road.” He explained: 

No race driver, of course, will drive a car with power steering in a race. He will 
not know what is happening regarding the adhesion of the tires to the road and 
so on. That is the basis of our preference for manual steering but it can only 
be satisfactory as to effort on cars that do not weigh very much.” 

Similarly, an automatic transmission is essential to economy of 
operation. According to Mr. Crooks, the “new engines are tailored 
to automatic transmission” ; for makes above the level of the Chevrolet, 
Ford, and Plymouth mode Is, gasoline consumption rises in its absence. 
For the larger cars power brakes are also an essential rather than an 
optional. Mr. Crooks stated: 

A well-designed braking system on a fairly large car should not require power 
assistance. But a good many of them do.” 

For some unknown reason, heaters, which are essential in most 
parts of the country at various times of the year, continue to be 
listed as optional equipment. It is a curious fact that the only 
low-priced 1958 car manufactured in this country with a heater 
included as standard equipment was the Studebaker Scotsman 6. 
This happens to be also the lowest-priced 4-door sedan offered by any 
manufacturer, with a factory suggested price of $1,874. Even the 
Cadillac Series 75 9-passenger limousine, with a factory list of $8,675 





™% Idem, 

25 Idem, 

26 Idem. 

27 Hearings, p. 3075. 
28 Idem, 

2” Ibid., p. 3076. 
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for the 1958 model, offers a heater only as optional equipment at an 
extra cost of $179. 

Under present circumstances the automobile purchaser—if he is to 
exercise any astuteness in yo 7 e chaos—must be virtually an 
expert in the mechanics of car pricing. Instead of beimg single- 
mindedly cued to the adits wan of his old car, he must “take ¢ ac- 
count of all of the other variables in the price formula. ‘This involves 
not only the factory suggested price on the models in which he is 
interested; it includes also a determination of what equipment is 
standard, what optional, and the added costs represented by each 
bit of extra equipment, plus transportation costs and State and local 
taxes. Unless the buyer has centered in advance upon a particular 
make and type, the amount of work involved in this sort of effort is 
substantial. It has been said that, next to the purchase of a house, 
the acquisition of a new car is the most significant item in a family 
budget; but there are few car purchasers prepared to make the 
expenditure of time and effort needed for a systematic appraisal of the 
price jungle. 


Price uniformity among competitive models 


The great complexity of automobile prices appears to be a phe- 
nomenon tailored for the confusion of the amateur car buyer. The 
complexity would also seem to make it most unlikely that on cars of 
roughly comparable quality, prices of the Big Three would be sub- 
stantially identical—particularly after the “addition of optional 
equipment. The price uniformity which exists in steel, for example, 
is certainly not to be expected in automobiles. For one thing, there 
is no complete identity of product among automobile manufacturers, 
Whereas steel is an intermediate product purchased by specialists 
and used in the fabrication of still other products, the market for 
automobiles is the ultimate consumer who is often less than an 
expert. Furthermore, the price of an automobile is sufficiently high 
that minor price variations would not be expected to be determina- 
tive in the final choice of the purchaser. It is hardly surprising that 
the $1 difference which finally emerged between Ford and Chevrolet 
prices on the 1957 models was received with skepticism by General 
Motors’ officials, who saw in it “something less than a potent sales 
weapon.” 

Yet an examination of their prices, both before and after the addi- 
tion of optional equipment, reveals a striking uniformity of price 
among the three major manufacturers. In some cases there is actual 
identity i in price to the last dollar; in the majority of instances the 
companies are within a few dollars of each other. This is particularly 
true of General Motors and Ford; in the case of Chrysler, a traditional 
margin of about $20 usually prevails over the prices of its competitors. 

In the analysis presented below the 1958 4-door sedan with 
cylinders—a generally popular type in this country—is used for com- 
parison. This type was selected by Business Week (November 30, 
1957) for a detailed comparison of prices of 1958 models; and the 
groupings of competitive makes shown below are those published by 
Business Week. In the interest of greater price accuracy, the quota- 
tions are taken from issues of the Automobile Invoice Service Co. 


80 Wall Street Journal, Sept. 22, 1956. 
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designed for the price guidance of banks and finance companies.’ 
The prices used are factory suggested prices which include F = 
excise taxes and suggested dealer handling and delivery charges. 
They do not include transportation charges, or State and local taxes. 

The table below shows prices for comparable models in the lowest 
priced bracket of under $2,500. Prices are also shown for the cheapest 
radio and cheapest heater and other items, as well as the approximate 
transportation charges to a few destinations. 











General poh Chrysler 
Motors 4 ord Custom | Plymouth 
Chevrolet 300 Plaza 
Delray | 
_— ee oe _ - _ - — | a _ 
Factory suggested price___......-- Pk hee Be $2, 262 $2, 256 $2, 277 
CE Be od cn ce nnunhdecnaee ulna iaipaiseniinees } 64 77 73 
CIO hdd SONS ck rine cvddesowsctsunccdsdsslidsena 49 46 69 
Cheapest automatic transmission-_...........-....-.--.--- ia 188 | 180 180 
Power steering........................ Jame onte Suite Ake LL 70 | 69 77 
Pam ON ik ii on obo hee Sead be miiecibbbepemasaie re 38 | 37 38 
——- ate transportation with State and local ts Axes: | 
New York 140 | 145 140 
Chie ago 120 | 125 125 
Los Angeles 230 | 230 235 





Thus, for automobiles priced at around $2,300, Ford’s factory sug- 
gested price is $6 below General Motors’ and $21 lower than Chrys- 
ler’s. However, it will be noted that some price variation exists for 
the optionals; the cheapest Ford radio, for example, is $13 higher than 
General Motors’. Assuming that the buyers of these cars would be 
interested in only the minimal equipment of radio and heater, the total 
prices would be as shown below: 


| | 
| General | Chrysler 


Motors Ford Custom! Plymouth 


Chevrolet | 300 Plaza 
Delray 
~~ eee a ee fe 2 a | | 
Factory-suggested price...___.__- Pe 2" setl $2, 262 | $2, 256 | $2, 277 
With cheapest radio_................. ait Dee 2, 326 | 2, 333 2, 350 
With cheapest heater___...._.._.- oy lees | 2, 375 2, 379 2, 419 


With the addition of the cheapest radio, Ford and General Motors 
have only a price difference of $7 and the margin between Ford and 
Chrysler is slightly narrowed. The inclusion of the heater, in turn, 
makes for only a $4 difference between General Motors and Ford, 
though Chrysler is now $40 above Ford. Thus, by the inclusion of 
a radio, Ford and General Motors prices become almost identical; 


81 The lowest priced cars are produced with 6 cylinders, and the addition of the two extra cylinders con- 
stitutes an optional feature for which there is an extra charge. The additional levy by the 3 major manu- 
facturers for an 8-cylinder as against a 6-cylinder among the 1958 lower priced cars are: 

General Motors: Chevrolet, V-8, $107. 
Ford: 
Custom 300, Standard V-8, $136.76. 
Fairlane, Standard V-8, $123.84. 
Chrysler: Plymouth, Standard V 8, $107.7! 
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and with the further addition of a heater, 


other.” 

In the $2,600 class are the 
This group also has bigher pric 
the following table: 





Factory-suggested price-._.- 

Cheapest radio. - . altel da 

Cheapest heater. _...........-- ell 
Cheapest automatic transmission.....-__- 


Total... 
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Pontiac, the Edsel, and tl 
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they are within $5 of each 


1e Dodge. 


es on its optionals, as is indicated by 


General 

| Motors Ford Edsel 
Pontiac | Ranger 

Chieftain | 





| 
Chrysler 


Dodge 
| Coronet 
' 
a 
$2, 637 
| 87 
84 
| 180 
| 2, 988 


$2, 638 $2, 592 

102 95 

| 96 | 93 
231 | 218 

3, 067 2, 998 


| | 


Although Chrysler starts off $45 higher than Ford, its optionals are 


priced lower. 


Pontiac has the highest price 


When the 3 optionals are added to the original 
factory suggested price, the 2 companies are only $10 apart. 
~$69 over its nearest competitor.** 


The 


32 Two other comparisons involving the same makes but at slightly higher prices can also be made. One 


is composed of the Chevrolet Biscayne, the Ford Fairlane, 


and the Plymouth Savoy. 


prices for optionals prevail, the picture is as follows: 


Factory-suggested Bree ita Bsa sn, 


With cheapest radio. 
With cheapest heate r. 
With cheapest autom: atic transmission 


| General 


Motors | Ford 

| Chevrolet | Fairlane 

& Biscayne mt 

| | | 

$2, 397 | 2, 409 

2, 461 2, 486 

| 2, 510 2, 532 
I | 2, 698 2 712 


Since the same 
cia 


Chrysler 
Plymouth 
Savoy 


$2, 


At just over $2,500 are the Plymouth Belvedere and Chevrolet Bel Air which have the identical 


factory-suggested price, $2,547. 
carry the same price tags as shown above: 





ee SO0e. =o ndgeodscsbeabonieteete ; $2, 547 | 
With cheapest radio. .............---.-...- 


With cheapest heater. -_-.............-.---- 


With cheapest automatic transmission................-- 


%3 In the $2,700 group, the Edsel Pacer and the 


price line. 





The Ford Fairlane 500 is only $15 more, 





The lowest cost optionals 





General Ford | Chrysler 
Motors Fairlane | Plymouth 
Chevrolet 500 | Belvedere 
| BelAir | 
| 
$2, 562 $2, 547 
stds doesabe -| 2,611 | 2, 639 2, 620 
Daibtideon ps | 2, 660 2, 685 2, 689 
2, 869 


2, 848 2, 865 


Mercury Monterey—both Ford products— 


For four cars, their price relationships are as follows: 


| | 


-are in the same 





Factory-suggested price. .............---- 
Cheapest radio..............-.- 

Cheapest heater. peu 
Cheapest automatic transmission _.._---- 


TO A ig Sie polar 





| General | Ford 
Di Mi Chrysler 
Buick | Dodge 
| Special Edsel | Mercury Royal 
Pacer | Monterey 
| | 
| | 
aac $2, 700 | $2, 735 2, 721 | 2, 797 
aaa 102 | 95 | 100 | 87 
natn | 102 93 | 91 84 
ee 220 218 | 226 | 220 
acaba 3, 124 3, 141 3, 138 | 3, 188 
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In the $3,000 price line Ford starts off higher with its Mercury 
Montclair because it includes automatic transmission as standard 
equipment, but ends up lower than its competitors : * 








General Ford | Chrysler 

Motors Mercury De Soto 

Pontiac Montclair Firedome 

Star Chief 

sniiglaatide me a 
Factory-suggested price............-. se siciseepiainiieiiganbapi $3, 071 | $3, 236 $3, 085 
os 0 nian laos sitaealieaeamnaneinans 102 100 94 
Cheapest heater Sede sbosnscoal eae eeee ane 96 91 | 89 
Cheapest automatic transmission. _.--__.___-_...-........-.-- 231 @) 220 
EE sie cctcccches solicit aren toad 3, 500 8,427 | 3, 488 


1 Standard. 


For cars in the $3,750 range, Edsel is the lowest. The difference, 
however, is less than appears at first glance because of the addition of 
optionals which are standard equipment on competitive makes: 








General Motors 
ee ee Chrysler 
Citation 2 Saratoga 
Buick Super ee 98) 
' 
Factory-suggested price. .................--..-- $3, 789 | $3, 824 $3, 615 $3, 818 
SN ON kk Nin seein tinhar chad 102 | 102 95 100 
SIE WON, 5.0 sl ndcdrocadedenbewuh ae 102 | 97 93 93 
Automatic transmission.................------- (1) () (*) () 
nn nde ee cnnaunanddinhenans (1) (1) 85 (4) 
UN IG bo ctdeent boat core. esse | 40 | (1) 38 40 
GE ha b= eae aes. 4, 033 | 4, 023 3, 926 4, 051 





1 Standard. 
2 4-door hardtop. 


In the end the Ford product emerges about $100 less than the 
others, while General Motors and Chrysler are separated by $18 in 
the case of Buick and $28 for the Oldsmobile 98. 

All three manufacturers, when pricing their most expensive makes, 
include automatic transmission, power steering, and power brakes 
as standard equipment, though paradoxically the heater is classed 


*% In a slightly more costly but comparable group General Motors and Chrysler come out, with the 
addition of the optionals, to the identical result. Another General Motors car starts higher but ends lower, 
since it includes automatic transmission as standard equipment: 





General Motors 








| Deetiitted deli. Chrysler 
Windsor 
Oldsmobile Buick 
Super 88 Century 
IIE, PIG os Sse UELS. .dccasecweuccceus $3, 112 $3, 316 $3, 129 
a ares tecemnanammnim 102 102 100 
ee polidene 97 102 93 
pg ES aS ee 231 (*) 220 
TOU... cnbatpimenenssebdianmanochsthassdgesebee 3, 542 3, 520 3, 542 
* Standard. 
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$3, 129 
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as an eplians) along with a radio. A comparison of competitive 
models shows the following: 


General | Ford, Lincoln} Chrysler, 





Motors, Capri Imperial 
Cadillac 62 
Factory-suggested price........-. 2212-2. ee sense eee sse $4, 891 $4, 951 $4, 945 
Cheapest radio sbdlncek déndn pp ocsduludieteppibadenmaaneé 164 175 176 
ORES, URSEE  iin sk ead ek th db dda davile Cbd dcdadodddedeehe 129 136 | 141 


i kackcedbdttannvancsietins cticeadgliaittadeamiie tae | 5, 184 5, 262 5, 262 





Here Ford and Chrysler start with almost identical factory-suggested 
prices and end with identical prices. Both are about $80 higher than 
the General Motors car.* 


Announcement of price changes 

In the ordinary instance, such as steel, price leadership is simple and 
concrete. United States Steel, as the historic price leader and the 
largest unit in the steel industry, usually sets the prices and all others 
follow in tight formation— whether the movement is upward or down- 
ward,.*® In automobiles, tne practice is more subtle, more sophisti- 
cated and more complex. 

All representatives of the three major auto companies denied the 
existence of price leadership in their industry. Mr. Curtice of 
General Motors, in response to a question whether his company ‘“‘led 
off with prices,’”’ displayed outright indifference to the behavior of his 
competitors. He replied: 

I do not know what the other people do * * * We announce our prices at the 
time our cars are available in sufficient quantity with our dealers for a public 
announcement. That is the governing factor with respect to the time of an- 
nouncing.*8 
Mr. Yntema of Ford, when asked if his company announced prices 
after General Motors, said “not necessarily,’ and added that “5 out 
of the last 9 times we have introduced first and priced first.” * One 
of these instances involved the 1957 models previously discussed, 
where Ford announced its prices only to revise them upward after 
General Motors had announced its prices on the Chevrolet models. 

35 In the final class compared, Ford, General Motors, and Chrysler are each separated by about the same 


amount. In this price range automatic transmission, power steering, and power brakes are included as 
standard equipment: 


| 








| 


General 
Motors, /|Ford, Lincoln} Chrysler, 
Cadillac Premiere Imperial 
Sedan de Crown 
Ville 
Factory-suggested price.......................-...+---.- $5, 497 $5, 565 $5, 632 
CRN TIGR. 526d). cnaidcobnddobinddaninbewimactscdshiild 164 | 175 176 
Cee RR © ces Se Gare ee ee 129 | 136 | 141 
Webehs. ciuclinlse cect, stetisuj. cota. eae 5, 790 | 5, 876 | 5, 949 


3% See S. Rept. 1387, 85th Cong., 2d sess., Administered Prices, Steel. 

7 It should be noted that retail automobile prices are suggested list prices; the industry has never at- 
tempted to impose a rigid structure of prices on automobile dealers. Although it has taken credit for this 
action as ‘‘enlightened”’ business policy, it is difficult to see how, with trade-ins of old cars, any fixed set of 
prices could be enforced. 

% Hearings, p. 2557. 

% Ibid., p. 2680, 
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Mr. Colbert of Chrysler stated that, in the last 6 years, his company 
preceded General Motors three times in the announcement of prices.” 
This was further amplified at the hearing by Chrysler’s presentation 
of a table which showed that it had preceded General Motors for the 
1953, 1954, and 1956 models.** For the 1957 and 1958 models, 
General Motors preceded Chrysler.” 

Subsequent to the hearings, General Motors submitted a table 
showing nev model announcement dates on the principal makes of the 
Big Three—Chevrolet, Ford, and Plymouth—from 1950 through 
1958.8 Like many statistics in the automobile industry, numerous 
differences appeared in the announcement dates as submitted by 
Chrysler and General Motors. However, in respect to the basic 
question as to which company led in prices—Chrysler or General 
Motors—the data agreed. The General Motors table is as follows: 
TABLE 13.—New model price announcement dates, Chevrolet, Ford and Plymouth, 

model years 1950-58 


| 
Model Ist to 


| | 
| Date | 2dto Date | 8d to | Date 
year announce | announce announce | 

| | 
1958__. a Chevrolet ___- Oct. 28,1957 | Plymouth_.. Nov. 1, 1957 Ford | Nov. 5, 1957 
1957......-| Ford_.....-.--| Sept. 29,1956 | Chevrolet_..--| Oct. 13,1956 | Plymouth....-| Oct.” 29, 1956 
1956... 4 is Sept. 20,1955 | Plymouth-.....| Oct. 20, 1955 Chevrolet_....| Oct. 24, 1955 
1066....-. | Chevrolet Oct. 27,1954 | Ford | Nov. 12,1954 | Plymouth... | Nov. 17, 1954 
1954... Plymouth.....| Oct. 13,1953 | Chevrolet. | Dec. 16,1953 | Ford.. Jan. 6, 1954 
1953_..._- |. MEO wincnmnnnl Leas. ae 1952 | Ford___- Dec. 12,1952 | Chevrolet | Jan. 7, 1953 
1952...____|-._..do........-| Jan. 4, 1952 | Chevrolet Jan. 18,1952 | Ford | Feb. 1,1952 
1951.......| Ford | Nov. 24, 1950 |.....do-.... Dec. 8, 1950 | Plymouth.....| Jan. 12, 1951 
1950_.___-_| 

} | 


_-do_.--- | Nov. 17, 1949 | ide.) ___| Jan. 6,1950 |____-do___- | Jan. 11, 1950 


Source: General Motors ite 


Thus, the role of first announcing the change appears to have been 
about equally divided among the three companies. Ford led in the 
early model years of 1950 and 1951, and again in 1956. ‘Though it is 
also listed for 1957, this would hardly count, since it retracted its 
original schedule and revised upward to follow General Motors’ 
prices.“* Chrysler was the first to announce the change for the model 
years 1952, 1953, and 1954. General Motors initiated the move for 
the 1957 and 1958 model years, as well as 1955. 

The subcommittee staff also examined announcement dates, as re- 
ported in the New York Times, of other models of these companies. 


49 Tbid., p. 2779. 

41 Tbid., p. 2780. For the 1953 model, according to this table, the announcement of Dodge prices was 
made October 23, 1952, and the Chrysler, De Soto and Plymouth prices followed shortly thereafter. The 
first General Motors price was on the Pontiac which occurred on December 6, 1952, and the Oldsmobile, 
Cadillac, Chevrolet, and Buick prices followed in January 1953. The table showed a similiar pattern for 
the 1954 models. 

For the 1955 models, 2 of the General Motors’ products led off, Chevrolet announcing on October 28, 1954, 
and Pontiac the next day. All Chrysler prices were announced on November 17, 1954. The remainder of 
the General Motors’ line were priced on November 18 and 19, 1954. For 1956, Chrysler announced first, 
with the Dodge price appearing on October 7, 1955, and the others following in the next 2 weeks. General 
+ awa prices appeared with the announcement on its Pontiac on October 21, 1955, and the others quickly 
following. 

42 Prices on the Chevrolet were announced on October 18, 1956; Chrysler prices on al! lines were revealed 
on October 30, 1956; the remainder of the General Motors’ products were announced on different days in 
November 1956. A similar situation occurred for the 1958 models. In this case Buick led off on October 
29, 1957, and Chevrolet followed 2 days later. Prices on all Chrysler products were announced on Novem- 
ber 1, 1957. The remaining lines of General Motors—Oldsmobile, Pontiac, and Cadillac—were priced 
publicly approximately a week later. 

® Hearings, appendix, p. 3863. 

“ The episode with respect to the 1957 models accounts for 1 of the 5 times in which Mr. Yntema stated 
Ford moved in advance of General Motors. Another was in connection with the 1955 models, when Ford 
announced second, after Chrysler, but in advance of General Motors, 

46 No comparison was made for the smaller companies, 
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In general, these corroborated the fact that no one company was con- 
sistently the first to announce the price change.“ 


Price following of General Motors by Ford and Chrysler 


The testimony presented at the hearings, however, disclosed that 
this surface picture is misleading. Even where they price first, the 
basic aim of Ford and Chrysler is ‘merely to anticipate the price actions 
of General Motors. Unlike their largest competitor, neither Ford 
nor Chrysler employs a cost formula as the basic determinant of its 
prices; each has to look at the competitive situation. As Mr. Theo- 
dore Yntema, vice president in charge of finance of Ford Motor Co., 
stated: 


* * * in our own particular company, we do not have a simple cost-plus formula. 
We do not have any simple way in which you go just from cost to price. 

We have to look at our competitive situation. Ordinarily, what we find is this: 
We have very little leeway. If we would reduce the price very substantially 
to meet competition, we could not make a respectable profit.‘ 

In explaining the precise method Ford used in arriving at its prices, 
Mr. Yntema again emphasized the importance of what ‘other cor pora- 
tions are charging. As he put it: 

The problem is studied with great care very extensively in the division that 
sells the product. There is an enormous amount of study of what other corpora- 
tions are charging." 

The testimony of Chrysler fell in a similar pattern. In his prepared 
statement, Mr. L. L. Colbert, president, made costs an aspect of the 
pricing process. He stated: 

We start with clearly defined cost targets, and we make cost estimates at each 
step. We revise design or engineering specifications as necessary to make sure 


# Automotive News (1958 Almanac issue), April 28, 1958, p. 82, reported new model announcement dates 
for all 1954-58 models as follows: 





Model year 


' 








| } 

| 1954 1955 1956 1957 | 1958 

| 
Buick - .-----| Jan. 8, 1954 | Nov. 19,1954 | Nov. 4, a mi Nov. 9, 1956 | Oct. 29, 1957 
oe ee ae ae Jan, 20,1954 | Nov. 18, 1984 | | Oct. 24,1955 | Nov. 12,1956 | Nov. 13, 1957 
Chevrolet --.- ..---| Dec. 18,1953 | Oct. 28, 1954 | Nov. 4, 1985 Oct. 18, 1956 | Oct. 31, 1957 
Chrysler-......-- ..-| Oct. 29,1953 | Nov. 17, 1954 Oct. 20,1954 | Oct. 30,1956 | Nov. 1, 1957 
Continental_-......... Auda) Jet LtL heals Sol _.| Oct. 21, 1955 | Sept. 21, 1956 Do. 
DeSoto........-.--....| Nov. 5, 1953 | Nov. 17,1954 | Oct. 19,1955 | Oct. 30, 1956 Do. 
RR Rina 2 Oct. 7, 1958 |..... do cmon} OG... ty UDO sfenwes a Do. 
SEES cdsa ton gho neta oe ee Aro ny cali EB” bd Sept. 4, 1957 
Ford....-.------------| Jam. 6, 1954 | Nov. 12, 1954 | Sept. 23,1955 | Oct. 3,1956 | Nov. 7, 1957 
Imperial. . - - -- peseie ' haeeaiaiieg ...--}| Oct. 20,1955 | Oct. 30,1956 | Nov. 1, 1957 
eee 5 oie cis < Lss | Dec. 3,1953 | Nov. 23,1954 | Sept 8,1955 | Oct. 16, 1956 Do. 
Mercury _.-...--.-----| Dee. 10,1953 | Dee. 2,1954 | Sept. 29,1955 | Nov. 12,1956 | Nov. 12, 1957 
Oldsmobile... .....---- | Jan. 20,1954 | Nov. 19,1954 | Nov. 3,1955 | Nov. 6,1956 | Nov. 8, 1957 
Plymouth.............| Oct. 15,1953 | Nov. 17,1954 | Oct. 21,1955 | Oct. 30,1956 | Nov. 1, 1957 
Pontiac. _.............| Dec. 18, 1953 | Oct. 29, 1954 |__.__do. Scat Nov. 9,1956 | Nov. 9, 1957 

! 


Pre sR S baie 


Hearings, p. 2683. The exchange continued: 

“Senator O’MAHONEY. Do you have a goal of a certain profit on invested capital or net worth? 

‘Mr. YNTEMA. Weare not in the fortunate position —we would like to do better than we are doing. * * * 
Sometimes we get more than 15 percent. It just depends upon the competitive situation. I mean we do 
not just have costs and add a profit margin and arrive at a price. We are in this tough, rough business of 
trying to get business from General Motors and Chrysler and they are trying to get it from us.” 

Senator O’ Mahoney pointed out that General Motors’ officials had previously testified that their pricing 
objective was to earn 15 to 20 percent on net worth. He inquired: 

“Now, is that your concept of it? 

“Mr. YNTEMA. No; we do not have a goal of that kind. We just like to do better than we are doing. I 
mean the objective judgment in the market place is we ought to do better than we are doing. We are just 
interested in proving ourselves. 

ee we have to price at a loss. We cannot help ourselves. It is the only way we can sell our 
product.’ 

48 Hearings, p. 2679. He explained further: ‘‘There is a great deal of detail, a great deal of ti alk back and 
forth among our people. Finally, the presentation is sent to the central staffs. It is reviewed by each one 
of the central staffs and, after that, at an executive committee meeting the final decision is made as to what 
is done, and there happen to be 10 members of the executive committee, but there are literally, I would 
say, probably,at,least.a thousand people who would work on this problem before a decision is made.” 
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that a particular model can be mass produced at costs suitable for the price class 
for which it is intended.” 


The final cost estimate, the residue of all these cost studies, then 
determines the “general area in which our prices must fall.’’ The 
actual selection of specific prices, however, involves another array of 
problems. As he put it: 


We estimate, for example, what consumers will be paying for competitive cars. 
In doing this, we rely heavily on our knowledge of the prevailing prices and speci- 
fications of current competitive models, our knowledge of periodic design cost 
changes in competitive products, and the knowledge we have gained through 
analysis of economic changes as they relate to our own new-model costs. So far 
as our competitors’ design cost changes are concerned, we rely on rough calcula- 
tions, but we know that price changes in basic commodities and changes in wage 
rates will have an effect on unit costs of competitive products similar to the effect 
on ourown. Having estimated probable competitive prices, we then pay careful 
attention to differences in value between our new model and those with which 
it will compete. Having done all this, and in light of all competitive information, 
we establish our final prices. 


In the subsequent questioning, Mr. Colbert clarified this well- 
reasoned but rather abstract prepared statement into more concrete 
reality. At various times the president of Chrysler had taken occasion 
to emphasize the superiority of his automobiles over those of his 
competitors. Senator Carroll, after noting this fact, inquired wh 
then, there existed such a close price similarity in comparative mod pK 
year after year. Mr. Colbert rejoined: 


That is the very heart of competition. We have got to price our cars as near 
as we can to theirs to compete with them. We do not get them quite as low 
because we have not got the volume. If we had their volume, maybe we could 
make it lower, but you have got to make a reasonable profit to stay in business at 
the end, and we just price ours as near as we can and that is what it amounts 
to.5 


Senator Carroll then proceeded to make comparisons of specific makes, 
showing that price differences among the three major automobile 
manufacturers were often within the range of a few dollars. He 
eee whether this could be entirely coincidental. Mr. Colbert 
replied: 


I do not think it is coincidental at all, Senator, but it is the best evidence, in my 
judgment, that you could possibly have that Chrysler Corp.—we do not have 
what the Ford has or what General Motors has. How could you have any stronger 
evidence that we are competing with them when we hold our prices, with a lower 
volume, as near to theirs as they are? It is the best evidence of competition that 
I could imagine.” 


That being competitive with GM is the principal consideration of 
Chrysler in pricing its products was again emphasized by Mr. Colbert 
in an exchange with Paul Rand Dixon, counsel for the subcommittee. 
During the course of the exchange, Mr. Dixon inquired if Chrysler 
would have lowered its prices on 1958 cars if General Motors had 
lowered its prices: 


Mr. Corsert. I think it probably would have. 
Mr. Dixon. They raised their prices. Was it necessary for you to raise yours 
substantially on the same basis that they did? 


“0 Ibid., 2777. 

Idem. P; The exact mechanism for setting prices was described by Mr. Colbert as follows: “After each 
of the divisions has submitted its prices, which is done by the president of the division, through the ad- 
ministrative committee, which is a committee of eight men, the administrative committee, this goes on 
for months, they hash, rehe ash, examine, reexamine. The final three men who pass on the results of the 
preside ntsjof the divisions and the administrative committees’ results are myself, Mr. Misch [vice president, 
finance], and Mr. Row, who is our administrative vice president.” (Ibid p. 2825.) 

5! Thid., p. 2779. 

8 Tbid., p. 2785, 
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Mr. Cotsert. We raised ours based on what our costs showed us we had to 
get for this year’s automobile, considering all other factors including what the 
market we thought would be this year, what the public would pay for automobiles 
and also what we thought General Motors, Ford, and American Motors would 
charge for their cars. 

Mr. Drxon. If General Motors raised their prices, say, $200 more than they 
did, would you have raised yours to that level? 

Mr. CouBerr. They did not do that so that is a hypothetical question I cannot 
answer.® 

The testimony of George Romney, president of American Motors, 
stated the matter very simply. In this case, of course, Mr. Romney 
was speaking against the background of his company’s financial re- 
verses in recent years and his own desperate struggle to put the merged 
resources of Hudson Motor Car Co, and Nash- Kelvinator Corp. on a 
solvent basis. He explained his predicament as follows 

I cannot ignore the prices of my competitors in setting the prices on my cars 
because I cannot sell my cars if my cars are not priced on the basis where they 
will sell in relationship to the price of the other fellow’s product. 

So one of the things I have to take into consideration in pricing my cars is the 
price of the competitor.® 

Unlike Ford and Chrysler officials, Mr. Romney was less loath to 
discuss the significant pric ing role of General Motors. After defining 
GM’s pricing method as a “very complicated policy” designed to 
“establish a profit target that they undertake to adhere to over a 
period of years to average out on that basis,” he stated: 

Now, in good times they have not moved their prices up as far as they could, 
In bad times they have not gone down. They have not had the degree of flexi- 
bility in pricing that is thought of in terms of some other product.® 
The implication was clear, however, that GM’s pricing policy and the 
competitive pricing relationship among automobiles fixed the stage 
within which Mr. Romney could maneuver his own company. As 
he said: 

Now you have to keep things like that in mind in understanding the pricing 
policy that General Motors has followed, and of course General Motors being 


the dominant company in an industry is obviously going to have to be taken into 
consideration by its competitors, you see.” 


Price leadership and price uniformity 

Price conformity in the automobile industry is rarely absolute. 
Chrysler, for example, has customarily priced above General Motors 
and F ord, but the margin of difference does not vary greatly from 
year to year. Similarly, when Ford revised its prices upward for the 
1957 models, there did not result the kind of complete conformity—to 
a fraction of a cent—that exists in the steel industry. 

However, as has been seen, there is close conformity of prices 
among the three major producers. For this reason it will be of interest 
to compare price data with the actual dates of announcements by 


8 Senator Kefauver inquired whether Chrysler, like General Motors, had a ‘‘definite profit figure’ in 
mind in arriving at prices. Mr. Colbert replied: ‘‘We do not have a definite profit figure. All we know is 
our profits in recent years have been far too low and we are trying to improve them” (ibid., p. 2825). 

4 Tbid., p. 2832. A bit later Mr. Colbert drew a distinction between ‘‘prices that are set’? and those 
“arrived at by just hard, diligent work, and everybody squeezing every penny he can out of the cost of 
his automobiles.”” He then said to Mr. Dixon: ‘‘You say, ‘How can you price as close to them as you do 
with your volume as low as it is comparatively?’ The answer to that is, we do not make as good profits as 
they do. We do not make as good profits as we should make, We have got to do better. We are going to 
do better. But as far as my fearing General Motors because they got 56 percent of the business in January, 
and we’ve got 15, that does not worry mea bit. All I want is just to be left alone to generate and have with 
me a staff of people the kind of which we have in the making and with us here now in Chrysler, and let us 

ste with them on the same kind of basis everything else in this country grew”’ (ibid., p. 2834). 

% Thid., p. 2046. 

% Ibid., p. 2953. 

" Idem. 
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General Motors, Ford, and Chrysler for 1958 models. According to 
information supplied by General Motors, it was the first to announce 
on its lower priced cars. Its publication of prices on Chevrolets was 
followed by Chrysler’s price announcements on Plymouths. Ford, 
in this year, was the last to make public its prices.® 

Thus, on the Chevrolet Delray, General Motors issued a factory 
suggested price of $2,262. Chrysler followed skortly after with a 
price of $2,277 on its Plymouth Plaza—$15 higher than its largest 
competitor. With this price information before it, Ford elected to be 
low man and set a price of $2,256 on its Ford Custom 300. This 
was $6 lower than the price of General Motors, but the margin was 
lost with the cheapest radio and heater. 

In the next price range, Ford elected to go $12 higher than General 
Motors. The Fairlane was priced at $2,409 as against $2,397 for the 
Chevrolet Biscayne. Addition of the radio and heater increased the 
margin to $32. In this case the Plymouth Savoy was factory priced 
at $16 above General Motors, and with optionals was $37 higher. 

For the next class, Chrysler followed General Motors to achieve 
complete identity in price. Both the Plymouth Belvedere and Chev- 
rolet Bel Air were given a factory suggested price of $2,547. Ford— 
the last to announce—set a price only $15 above its competitors. Its 
Ford Fairlane 500 was priced at $2,562. However, in adding such 
optionals as radio, heater, and automatic transmission, the traditional 
margin between Chrysler and its largest competitor was restored; in 
this case it amounted to $21. The addition of optionals in the case of 
Ford widened the margin with General Motors to only $17. 

Thus, in the realm of the low-priced car, it is clear that General 
Motors was the price leader. On its lowest priced model, the Custom 
300, Ford broke away and set a price slightly below that of General 
Motors; for its other models, it followed with prices a few dollars 
higher. These three makes—the Chevrolet, Plymouth and Ford— 
constitute well over half of each company’s total passenger-car 
business and about three-fifths of total passenger-car sales. This is 
shown by the following table: 


TaBLE 14.—New car registrations of Big Three, 1957} 


Total regis- 

















Company Make Registra- trations, all 
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Three 
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Gat es... OL | 1, 456, 288 2, 683, 365 
| ere Labdh ddecstibdetibbels dbde PUNE. .divckianbins sub vichundiuewiecd ] 1, 493, 617 1, 818, 169 
Cts. 2c Sew cins cb cvtnebeine aes aii I «dd... snc comico’ 595, 503 | 1, 096, 359 
SSUES ETT ES Pees fy ee es er ee FOU: En Le Leer eae 3, 545, 408 | 5, 597, 893 








1 Automotive News, Feb. 24, 1958. 


The next group of competitive makes is composed of the Pontiac 
Chieftain, Edsel Ranger, and Dodge Coronet. Chrysler’s pricing 
practices differed from the other two companies in that its prices for 
all makes were announced simultaneously on November 1. How- 
ever, in introducing its new Edsel, Ford had preceded all others, and 


58 Actual dates were: Chevrolet, October 28, 1957; Plymouth, November 1, 1957; Ford, November 5, 1957. 
® All price quotations are for 1958 4-door sedans, 8 cylinders from Automobile Invoice Service Co. 
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announced on September 4. General Motors was third in the pro- 
cession, making its Pontiac announcements on November 9. 

In the marketing of its new product, Ford was the low man with 
a factory suggested price of $2,592, as against $2,637 for the Dodge 
Coronet, and $2,638 for the Pontiac Chieftain. In adding up the 
optionals of radio, heater, and automatic transmission, however, 
Chrysler came to $10 less than the Ford product—the former at $2,988 
and the latter at $2,998. The Chieftain was about $70 higher. 

The next group embraced the Buick Special, the Mercury Monterey, 
the Edsel Pacer, and the Chrysler Dodge Royal. Again, the intro- 
duction of the new Edsel models placed Ford first with an early price 
quotation of $2,735. On the three established models, General Motors 
led in announcing prices, with Chrysler and Ford following in that 
order.*! General Motors set the lowest price of $2,700, Ford was next 
with $2,721, and Chrysler last, at $2,797. With the addition of the 
optionals, the Edsel Pacer was $17 and the Mercury Monterey $17 
higher than the General Motors’ product. Chrysler was $47 higher 
than its largest competitor. 

The same relationship prevailed with the next competitive group— 
the Pontiac Star Chief, Mercury Montclair, and DeSoto Firedome. 
Here Chrysler preceded General Motors, and Ford followed 3 days 
later.* Chrysler set a price of $3,085, and General Motors cut below 
to $3,071. Ford’s factory-suggested price was $3,236 but this model 
is the only 1 of the 3 which contains an automatic transmission as 
standard equipment. The initial distortion created by this fact is 
reflected in the final result which makes Ford the low man with a 
price of $3,427. Chrysler, after adding automatic transmission and 
other optionals, is $61 higher, and General Motors is $12 above 
Chrysler. 

The next group is composed of the Oldsmobile Super 88 and Buick 
Century against the Chrysler Windsor. No Ford product appears in 
this price group. This comparison is of interest because General 
Motors preceded Chrysler on its Buick announcements but followed 
the smaller company on its Oldsmobile models.* Chrysler cut below 
General Motors in the first instance; its Chrysler Windsor was priced 
at $3,129 as compared with $3,316 for the Buick Century. General 
Motors followed up by underpricing Chrysler on its Oldsmobile 
Super 88 whose factory-suggested price was set at $3,112. In adding 
the 3 listed optionals on these cars, the 2 companies emerged with 
the identical price of $3,542. Was this price followed by General 
Motors or was it retaliation? 

The same situation prevailed with the pricing of the next competitive 
group. Because of the circumstances of its early introduction, the 
Edsel Citation was priced early in September. The Buick announce- 
ments followed but preceded the Chrysler price publications for all 
models; then came the announcement of Oldsmobile prices.* The 
factory-suggested price on the Buick Super was set at $3,789; the 
Chrysler Saratoga at $3,818—$29 higher. The Oldsmobile 98 was 
then moved in at $3,824. Both the Saratoga and Oldsmobile 98 
included automatic transmission and power steering as standard 
equipment, but the Oldsmobile went one better by also including power 

® Automotive News (1958 Almanac issue), April 28, 1958, p. 82. 
%! September 4; October 29; November 1; November 12. 
62 November 1; November 9; November 12. 


% October 29; November 1; November 8. 
“ September 4; October 29; November 1; November 8. 
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brakes in this category. Thus, with the addition of radio and heater— 
and for the Saratoga a $40 charge of power brakes—the Oldsmobile 
was the lowest priced at $4,023. The Saratoga emerged with a total 
price of $4,051—$28 higher. The Edsel Citation—the first to be 
priced—started off at $3,615 but included only automatic transmission 
as standard equipment. With these other items added, its price was 
about $100 less than the others—$3,926. 

In the pricing of the most expensive models, Chrysler and Ford used 
the same date with General Motors following 2 weeks later.“ The 
factory-suggested price for the Chrysler Imperial was set at $4,945; 
for the Lincoln Capri, $4,951. General Motors proceeded to set a 
lower price on its Cadillac 62 of $4,891. All three included automatic 
transmission, power steering, and power brakes as standard equip- 
ment. However, with slightly lower prices on its radio and heater, 
General Motors emerged as the low man by $78. The initial margin 
between Chrysler and Ford disappeared, with these optionals. 

For the final group studied, the situation was slightly different. 
The Chrysler Imperial Crown was first priced at $5,632; Ford followed 
with $5,565 on its Lincoln Premiere. General Motors cut below 
Ford on its Cadillac Sedan de Ville by $68. This margin was increased 
by General Motors’ slightly lower prices for heater snd radio. The 
final result was an $86 difference between Ford and General Motors, 
and over $100 for the Chrysler product. 

In summary, the pricing picture for 1958 cars has some interesting 
aspects. In the most popular price range—from $2,250 to $2,550— 
General Motors was clearly the price leader. By pricing first on its 
Chevrolet model, it set the pace for the Ford and Plymouth models. 
As has been indicated, this group accounted for 63 percent of total new 
passenger-car registrations in 1957. Thus the company which prices 
first in this price range plays a strategic role over the major segment 
of today’s car market. 

It should be noted that, within this price range, Ford in 1957 had 
an edge over Chevrolet in volume, Ford car registrations numbering 
1,493,617 as against 1,456,288 Chevrolets. This was the first time in 
many years Ford had held first place. Under the circumstances, it 
might have been expected that Ford would have asserted price leader- 
ship on the 1958 models. In fact, as will be recalled, this actually did 
happen the year previous when Ford announced its prices first on the 
1957 models, only to retract later after General Motors had announced 
higher prices. After that experience Ford did not attempt to 
anticipate its larger rival. 

General Motors was also the price leader for a wide range of cars 
within the Buick orbit. In 1957 the Buick was the fourth largest make 
in volume of sales, ranking only below the Chevrolet, Ford, and 
Plymouth. However, as we have seen, the Buick is interlocked in an 
intricate relationship with a host of cars in the medium and upper 
priced brackets. This includes not only the Oldsmobile and Pontiac— 
also products of General Motors—but the Ford Mercury and Edsel 
as well as several of the Chrysler models such as the DeSoto, the 
Chrysler Windsor, and Saratoga. Here the picture is extremely 
complex with both General Motors and Ford often offering two or 
more makes which overlap each other in the price stratification that 
exists in the so-called medium and higher priced groups. It is clear, 


* November 1; November 18. 
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however, that the company which moves first in this area sets the 
price stage for a wide range of makes and models both for itself and 
other companies. 

The group of cars encompassed within the Buick category—roughly 
from $2,600 to $4,000—represent a significant portion of the market 
lying outside of the Chevrolet, Ford, and Plymouth domain. In 1957 
they represented a total of nearly 1,850,000 cars of which General 
Motors’ share was about 60 percent: 








New car regis- Total 
trations, 1957 
General Motors: | 
IEE CdS d da dclnnderdintidwdddmiabeicrdsachok tous cvecmiditintice dketl | 394, 553 
I te Ae ee ee 371, 596 1, 085, 868 
i on cce ccndoerddecccboccannane needed scéndviticcemeaeee 319, 719 
For | 260, 573 
I i eh i ee lt bitad chances tadiuimiemaneiaicc 260, 57 ; 
WOME. Jc..20...02Jisds11s.24dcd sete ddce aca oda e « 26, 681 } 287, 254 
Chrysler: 
Oe ot wn acebdb cows dees ce geiad eaters bang eee 257, 488 
DeBbete. io. .ts...< did bE ndbcccdkdsbiderequceuddssoehbialite bosses 103, 915 467, 839 
Chrysler..........-. Lichdis die wb inidpntiok haaio- qhbctinahs deka aietieiiea dai obtusata 106, 436 
NC it wn dc aibieicie ance phish nncindapaciadaiiegbatediadodad ah ae 1, 840, 961 





An examination of the pricing strategy used on the 1958 makes in 
this group has one interesting implication. It has been previously 
noted that General Motors used the Buick for its first price announce- 
ments, leading Ford and Chrysler, but followed these companies in 
the public pricing of its Oldsmobile models. Thus, Chrysler placed 
its Windsor model below the price established by General Motors on 
its Buick Century; a short time later General Motors priced its 
Oldsmobile Super 88 below the Windsor; and with the addition of 
radio, heater, and automatic transmission, the prices became identical. 
The same situation developed in connection with the Buick Super and 
Chrvsler Saratoga. General Motors responded to Chrysler’s lower 
price with the Oldsmobile 98 which, unlike the first two, included 
power brakes as well as transmission and power steering as standard 
equipment. Thus the final price for the Oldsmobile was below that 
of the Saratoga. 

The evidence suggests that General Motors has used one of its 
makes to set the price level but ancther to undercut a rival who 
established a competitive price on the first make. In a sense this is 
a case of both eating one’s cake and having it too. For, under this 
arrangement, General Motors can simultaneously play the role of 
price leader and also meet or beat price competition where it develops. 

The last group—covering cars whose factory-suggested price exceeds 
$4,000—is comparatively insignificant in importance. In 1957 Gen- 
eral Motors was well in the lead with Cadillac sales totaling 141,209. 
The Lincoln was second with 34,808, and Imperial closely behind with 
33,017. In this case the two smaller producers led off with prices 
on the same date. In this rarefied price realm, it would appear that 
the roles of the three companies ran somewhat in reverse. Here 
the largest company waited for both of its competitors to announce, 
and then met or undercut the lowest price that was quoted. The 
irony of the situation is enhanced by the fact that the sales of both 
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Ford and Chrysler combined in 1957 were less than half of the Cadillac 
business of General Mot» rs. 


The role of General Motors 


The evidence presented at. the subcommittee hearings left no doubt 
of the importance of GM’s activities in setting the price pattern for 
others in the industry. In all of their testimony, officials of Ford, 
Chrysler, and American Motors—sometimes explicitly and more 
often implicitly—made clear that their basic approach to the pricing 
of their products was in terms of meeting the price setting by General 
Motors. Of particular interest was the fact that this procedure 
involved no outright collusion nor indeed any informal trade talk 
among the members of the industry. For some time in the past 
there has been almost a fanatic secr ecy in the industry veanigutiad pew 
models and their accompanying prices; and this tradition has now 
been elevated into accepted trade practice.” 

A major question, still unanswered, is the amount of stargazing 
which General Motors feels competion to engage in respecting the 
pricing of its competitors’ products. Clearly, a company which has 
half of the total business is not subjected to anything like the kinds 
of pressures felt by the smaller manufacturers. Indec d, this fact is 
evident in the use which General Motors makes of its standard volume 
concept for establishing its structure of prices. Nevertheless, General 
Motors has made much of the importance of the pricing practices of 
its competitors, and the point is of importance in evaluating the kind 
of competition that exists in the automobile industry. 

Both im the 1955 hearings and those held in 1958, the General 
Motors officials insisted that competition was a vital factor in the 
making of its prices but were vague in describing precisely what role 
competition played in the pricemaking activity. However, a number 
of inferences are contained in the carefully guarded answers to the 
subcommittee’s questioning. Perhaps the most important is the 
overall significance of the cost formula as the instrument for deter- 
mining prices. It would appesr, from their answers, that total costs 
plus a 15-percent return on capital investment or 20 percent return 
on net worth constitute the basic floor for the price structure of 
General Motors. In his prepared statement for the 1958 hearings, 
Mr. Curtice made a brief bow to competition.” 

Senator O’Mahoney had difficulty in seeing how the use of their 
standard volume formula for fixing prices left much room for the play 
of competitive forces. He suggested that use of the formula “would 
seem to mean that after having calculated your net worth, you fixed 

66 Mr. Curtice of General Motors stated: “** * * as far as General Motors prices are concerned, they are 


established by a Le small group of us in the General Motors Corp., and they are kept very confidential 
until they are publis 

“As a matter of fact, we consign our cars to our dealers at the beginning of production, and up to the date 
of the announcement to the public, at which time we release our prices, so we do all of ths at in order to keep 
our pricing structure entirely confidential and known only to those of us who deal with price in the corpora- 
tion. 

“Senator KEFAUVER,. In other words, you are saying there is no discussion between you and Ford and 
Chrysler. I am not accusing you of discussing the prices. There is not any discussion yousay. You keep 
it confidential. 

“Mr, Curtice, I did not think you were, but I thought I would say how we arrive at our pricing and the 
effort that we make to keep our pricing entirely confidential’ (hearings, p. 2515). 

6? He stated: “Pricing is likea tripod. It has three legs. In addition to cost, there are the two other legs 
of market demand and competition. It is no more possible to say that one or another of these factors de- 
termines price than it is to assert that one leg rather than either of the other two supports a tripod’’ (ibid., 
p. 2474). 

Later in his statement he made another reference; ‘‘* * * The manufacturer must consider the values 
ae by — manufacturers. Of necessity, he must quote closely competitive prices for similar 
models’’ (item). 
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your price and the consideration of competition was not a material 
factor.””® On several occasions during the hearings Senator 
O’Mahoney sought to establish the point where competition had some 
impact on General Motors’ pricing practices, but remarked that the 
replies made “a reference to competition without an explanation of 
how it appears.” ® 

In the years when General Motors is the first to announce prices, 
no problem is posed for the smaller members of the industry. It 
moves first, and the others follow. But what of the years when Ford 
or Chrysler announces in advance of General Motors? It is at this 
point that the testimony of Mr. Yntema is particularly illuminating. 
He stated that it was the “preponderance of opinion” in Ford that, 
since General Motors was offering “a car that was the third model 
year,” “we thought it quite possible that they might shade very con- 
siderably.” Later, he referred to pricing as “like a boxing game where 
you try to guess what your opponent is going to do.”” So far as the 
original pricing of the 1957 models was concerned, he said, ‘‘We made 
a very bad guess as to what our opponent would do.” ” 

If this testimony means anything, it is that Ford’s pricing—when 
it precedes General Motors’—is essentially a guessing game as to what 
its largest competitor is going todo. To be sure, it is a guessing game 
in which the participants are experts. As Mr. Colbert indicated, each 
company does exhaustive work on its own cost structure; fluctuations 
in the costs of raw materials can be mapped out in detail; all of these 
statistics plus a realistic knowledge of the working habits of their com- 
petitors, plus a plain hunch or two, and now and then a wild guess, 
play a role in the final result. Undoubtedly this procedure among 
seasoned veterans establishes a narrow zone in which the impending 
structure of new automobile prices will fall. 

It will be recalled that something very like this view was expressed 
by Mr. Colbert in the pricing of Chrysler products. He said: 

We have got to price our cars as near as we can to theirs to compete with them. 
We do not get them quite as low because we have not got the volume. If we had 
their volume maybe we could make it lower, but you have to make a reasonable 


profit to stay in business at the end and we just price ours as near as we can and 
that is what it amounts to.” 


Is this not essentially price leadership in an attenuated and highly 
refined form? The avowed aim of both Chrysler and Ford is to hit 
upon a set of prices which will be acceptable to General Motors. To 
some extent the problem has been simplified since World War II 
because the year-to-year changes in price have, without exception, 


$8 Tbid., p. 2526. Mr. Curtice, however, cling to the general language of his statement. He explained: 

“Well, that is one of the factors. We use that to arrive at our costs and the indicated desirable return on 
the standard volume basis. 

“Senator O’ MAHONEY. Your prices go up if you wart to make that percentage? 

“Mr. Curtice. But we take, as I stated this morning, we take the other factors into consideration which 
are competition, which is the market place. 

“Senator O’MAHONEY. Would you explain how competition affects the market price of General Motors 
cars?’’ (ibid., p. 2527) 

Mr. Curtice, in reply, qnoted Mr. Bradley’s testimony in the 1955 hearings that prices are “‘established in 
relation to competition’’; ‘‘then we see what the indicated return is’’; and ‘“‘then we compare that with what 
we have in mind.”’ 

6 “Senator O’MAHONEY. What I want, Mr. Curtice, is an example of competition. How did Ford or 
Chrysier pricing affect your pricing of any car? 

“Mr. Curtice. Well, as I stated this morning, we take competition into consideration in the final pricing 
of our product right across the line. 

“Senator O’ MAHONEY. I am just trying to find out how you take it into consideration. It is easy enough 
to say you take it into consideration, but I would like to have the formula, if I can get it’’ (ibid., p. 2528). 

In reply Mr. Curtice referred again to the generalities on standard volume contained in his prepared state- 
ment. 

7 Thid., p. 2693. 

1 Tbid., p. 2779. 
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been upward. Therefore, when they precede General Motors, the 
issue facing Ford and Chrysler is whether they have raised too much 
or too little in attempting to satisfy General Motors. If their price 
increases are too great, then presumably General Motors will raise 
less, and Ford and Chrysler will be forced to revise their prices down- 
ward. This situation, incidentally, has never yet occurred. On the 
other hand, if Ford or Chrysler raises too little, and General Motors 

oes higher, they can either hold their prices or revise upward to meet 
Hamtent Motors. As we have seen, this has happened once—on the 
1957 models. Seemingly, in other cases where Ford or Chrysler 
preceded in price announcements, General Motors was astutely 
anticipated by its rivals and was satisfied with the price increases 
that had been established. 

The case of Ford on the pricing of its 1957 models is the spectacular 
instance of what Mr. Yntema referred to as “‘a very bad guess’”’ as to 
General Motors’ course of behavior. It is noteworthy that the 
following year, with the announcement of the 1958 models, neither 
Ford nor Chry sler exhibited any inclination to stub its toe in anticipat- 
ing the prices of its largest competitor. After the experience of the 
previous year, both companies appeared content to leave price initia- 
tion to General Motors. 

This kind of complex and sophisticated guessing game cannot, 
however, minimize the importance of price leadership in the auto- 
mobile industry. Whether General Motors acts first or second is not 
really of compelling importance. In either instance it is General 
Motors’ sehnal or expected behavior which is the decisive factor. In 
one case, the smaller companies simply follow the announced lead of 
General Motors; in the other, the aim is to guess what the largest 
company will do and do likewise. In terms of public relations, de- 
cided advantages accrue to General Motors in allowing the smaller 
companies to make shrewd guesses and announce in adv ance, par- 
ticularly if price increases are involved. And, on occasion a prior 
move may affect slightly the last-minute pricing calculations of Gen- 
eral Motors. But this effect, where it does occur, is minute in the 
final result. There can be little doubt that the key role in the 

ricing of automobiles in the United States is played by General 
Motors; it is their decision which establishes the price level for the 
whole industry. 


CHAPTER 4. NONPRICE COMPETITION 


As difference in price for comparable models of the major producers 
has been all but clivacntad: rivalry in the various forms of nonprice 
competition has become increasingly intense. The two forms of non- 
price competition which have received greatest emphasis by the auto- 
mobile producers are style changes and advertising. Since, as shown 
above, the buyer has virtually no opportunity to use price as the 
basis on which to choose among the offerings of the major producers, 
he is left with practically nothing else on which to base his choice but 
external appearance and the appeal exerted by advertising. 
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Style changes 


In his testimony before this subcommittee, Harlow Curtice, presi- 
dent of General Motors, made the present practice of annual style 
changes the direct result of insistent public demand. He stated: 


I would say that the application of fancification to our automobiles is the result 
of the demand on the part of the public * * *. The buying public desires, 
according to our experience—and we conduct surveys constantly to find out what 
the people like and dislike about our products, and there is no indication that 
there will be a change in the trend in the near term.” 


Senator Kefauver inquired whether “the customers cause the change 
in design or do you educate the customer?” Mr. Curtice replied: 


It is a question in the early days which came first, but I would say that the 
customer now has the pressure on us to make changes * * *,73 


This present emphasis on styling contrasts markedly with the 
philosophy of the elder Ford. His basic approach to the automobile 
was as an efficient instrument of transportation; and he sought to 
establish a structure of prices low enough to bring it within the ordi- 
nary standard of life. With such a goal, style changes had no place 
since they threatened the goal of optimum efficiency and low prices.” 

The tremendous spurt in sales by Ford’s competitors in the mid- 
twenties marked the change in the industry. Undoubtedly, physical 
appearance was a factor in Ford’s decline. 7° But also important were 
the engineering advances pioneered by its competitors. As Nevins 
and Hill pointed out: 


The Ford company had no such carefully planned engineering department and 
no such research facilities as those which Alfred P. Sloan, Jr., had given General 
Motors. Of the great recent improvements in cars it had produced none. An 
electric vaporizer in the carburetor (1919) was a contribution from the Franklin. 
The use of hydraulic brakes and the fitting of four-wheel brakes on stock cars 
(1921) was credited to the Duesenberg, a leader also in fine body design. It was 
the Wills-Sainte Claire which first used molybdenum steel in construction (1921). 
Other companies led the Ford in introducing balloon tires, high pressure chassis 
lubrication (Alemite); and lacquer finish for bodies. Packard brought in the 
hypoid gear drive in 1926, and that same year Stutz introduced the use of safety 
glass in body construction. Henry Ford regarded the Model T (to a great extent 
correctly) as a marvel of utility; yet by 1926 other cars not much more expensive 
were so much better equipped with improved devices that they were really more 
useful.76 


Because of the rapidity of the technical advance in the early days of 
the industry, changes in physical appearance reflected the functional 
development of the art. This was, of course, the period when a large 


” Tbid., p. 2566. 

% Thid., p. 2512. 

™%“Tt is considered good manufacturing practice, and not bad ethics, occasionally to change designs so 
that old models will become obsolete and new ones will have to be bought either because repair parts for 
the old cannot be had, or because the new model offers a new sales argument which can be used to persuade 
a customer to scrap what he has and buy something new. We have been told that this is good business, 
and that the object of business ought to be to get people to buy frequently, and that it is bad business to 
try to make anything that will last forever, because when once a man is sold he will not buy again. 

“Our principle of business is precisely to the contrary. We cannot conceive how to serve the customer 
unless we make him something that, as far as we can qeweia will last forever * * *. It does not please us 
to have the buyer’s car wear out or become obsolete. We want the man who buys one of our products never 
to have to buy another. We never make an improvement that renders any previous model obsolete.’ 
(Ford, My Life and Work, quoted in Nevins and Hill, op. cit., p. 412.) 

5 In contrast with Henry Ford, his son Edsel reflected the new approach that was taking over In the auto- 
mobile industry. In 1924 he stated: ‘‘An analysis of our sales possibilities indicates that there is a very large 
field of Ford prospects among the middle classes in which women are usually an important factor. These 
people are able to pay more for a car and pride, vanity, a desire for something more impressive, etc., enter 
very strongly into the sale * * *. The object will be to build into the minds of women the impression of 
Ford cars as a quality product; to imply its social standing and the fact that it answers all a woman’s re- 
so in comparison w ith any other car; to build about the Ford car an atmosphere of‘ Pride of Owner- 

ip’;to associate it with other products w hich are ac cepted as standard high-grade merchandise.” Quoted 
by Nevins and Hill, op. cit., p. 406. 

% Tbid., p. 416. 
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number of companies existed in the industry, and competitive activity 
was at its height. 

According to Mr. Curtice, General Motors began its study of con- 
sumer preferences in the 1920’s. By 1932, this work had expanded 
to such an extent that a separate research staff was established. 
He continued: 

Each year the GM customer research staff seeks the views of as many as 24% 
million customers—competitors’ as well as ours—on overall appearance, per- 
formance, size, comfort, details of design and construction, and special features 
in the cars they drive.” 

The subcommittee sought to secure further information on the nature 
of these surveys and how they were conducted, but access to data | 
was denied by General Motors on the grounds of confidentiality. 


Clearly, the manner in which such surveys are conducted can be | 
crucial in the results attained. If the person interviewed is asked 

to express his preference on a number of ‘‘dreamboats”’ submitted to 
him in sketches or small models, his area of selection is immediately 

narrowed. If, in addition, such designs are presented without mak- 

ing it clear that the changes proposed involve substantial increases 
in the prices he must pay for automobiles, he is acting in a vacuum. s 
It is not at all clear that, in the conduct of these surveys, the prospec- a 
tive automobile purchaser is shown a specific change and then given F 
a figure on what it will mean in terms of a higher price for his car. fi 

Another factor of consequence is the time interval between design 
and market sales. This was discussed by Mr. Yntema. Speaking in \ 
early 1958, he remarked: ‘ 

: ‘ V 

The 1958 model, of course, is in production. The 1959 model has been fully c 
designed, styled, and engineered; facility procurement is nearing completion, and 
prototype vehicles are undergoing operational and durability tests. For the 
1960 model, tooling orders are being placed, and engineering will be completed t] 
by midyear. For the 1961 models, preliminary package-size decisions have been tl 
made, and basic styling themes, expressed in full-sized clay models, will be frozen of 
during the latter part of 1958. 

For the 1962 models, market analyses and preliminary styling renderings will m 
be underway by mid-1958. In addition, engineering research is exploring to in 
find developments to incorporate in our 1963, 1964, and 1965 models. \ 

The 4-year gestation period for new-model development (not counting en- 4 
gineering research) is, I believe, unique to the automobile industry in the con- r¢ 
sumer-goods field. Certainly, no other industry of comparable magnitude faces a 
such a long product-planning cycle for all of its models in every year.” ec 
In view of this situation, one can only wonder how the consumer may 
be expected to know what he will want 4 years from the time of his ra 
interview with the customer-research staff. Even with the best of 
intentions in the world, he can but express his immediate preferences. ay 
A ‘significant development in technology, an economic depression, W. 
major changes in other automobiles may make his selection utterly A 
irrelevant in the space of 4 years. 

According to one witness before the subcommittee, just this hap- We 
pened in the case of the Edsel. Mr. Richard S. Latham, industrial is 
designer, stated: 7 

aC 

The all-new models of 1958 were committed to paper in 1955, and to metal in a 
1956. The Edsel, a wholly new product said to have cost $250 million to develop, " 

. is the result of 4 years’ research into ‘‘what the consumer really wanted in a 


middle-bracket car.’”’ The conclusion that one cannot fail to reach, from its 


7 1955 hearings, pt. 7, p. 3506. 
7 Hearings, p. 2731. 
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apparent and praren lack of success, is that it was, indeed, research into what 
people wanted—4 years ago. For, ‘during its prolonged period of gestation, 
its little sister Ford grew up and filled the need for a middle-bracket car.” 


In fact, Mr. Curtice’s own testimony in earlier hearings indicates 
a recogaition of this problem. At that time, he referred to the 
“anticipation” of consumer preferences rather than dictation by the 
ultimate buyer. 

We have learned through constant study that customer tastes are continually 
changing and that what customers like today they may not like tomorrow. 
Their tastes are reflected most quickly in the market place. That is why General 
Motors designers make it their business to anticipate customer desires and 


preferences for the cars, trucks, and household appliances not only of tomorrow, 
but in the years ahead. 


Mr. Curtice estimated the current cost of these model changes for 
General Motors to be in the neighborhood of $500 million annually. 

In the course of the hearings, Mr. Curtice expressed pride in the 
“styling leadership” of General Motors 

Major developments in the field of styling leadership included moving the 
passenger compartment forward of the rear axle, increased luggage space, 2-tone 
colors, the divided windshield and thin corner pillars, the sloping nonglare wind- 
shield, the curved rear window, the extended front fender, the wraparound bumper, 
and the l-piece, curved-glass windshield. Following these, General Motors 
pioneered one of the most outstanding developments of recent years—the 2- and 
4-door hardtops. These cars set new style trends, the impact of which will be 
felt in the industry for years to come.®! 

The enthusiasm of Ford for annual style changes was far less marked. 
Mr. Yntema, vice president, explained, however, that the company 
virtually had no choice: “When the competition comes out with a 
changed model, we find ourselves in trouble.” He went on: 

In our own experience, we find when the model is not changed substantially. 
the customers do not buy it. Now not only we, but our competitors, have had 
the same experience, and this is a very, very unfortunate thing, from our point 
of view. 

We would like to have lower tooling costs; we would like to have people buy our 

models, but we find we have to make these changes if we are going to get an 
increasing share of the business.* 
Mr. Yntema estimated that the cost to Ford for these changes was, 
roughly, $350 million a year. As shown in the later chapter on 
automobile costs, this lower figure fom Ford would represent a higher 
cost per car because of the company’s smaller volume of sales. 

Mr. Yntema’s testimony suggested that the role of the consumer— 
rather than dictator of style changes—is that of final arbiter on the 
offerings of the automobile companies. From his remarks, it would 
appear that the aim of the companies is to hit upon some novelty 
which will have especial appeal to an unpredictable and fickle public. 
At one point he remarked: 

The consumer is king. I mean we cannot sell automobiles that he does not 


want. This is very clear. And we have to try to guess what he wants * * * it 
is a very risky and a very uncertain business, but we cannot sell our cars unless 


% Thid., p. 3150. 

Hearings, 1955, vol. 7, p. 3507. 
% Hearings, 1955, vol. 7, p. 3506. 
* Hearings, p. 2657, 
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we make the kind of cars the consumer wants, as we find to our sorrow when 
we do not.® 


In view of this situation, one can only concur with him that the “risks 
in the automobile business are extraordinarily great” and that ‘‘a few 
wrong decisions can wreck a company.” * Mr. Yntema stated: 


No manufacturer can guess right on these 100 percent of the time, especially 
when the guessing must start 4 years before the first sale. When it appears that 
his original guess is likely to be wrong, the producer has two alternatives: 

1. Rush last-minute product changes at great expense, and hope the second 
guess is right. 

2. If it is too late for that, or if the second guess is also wrong, take a licking 
in the market. 

Neither alternative is pleasant; yet no producer has been able to avoid at least 
an occasional year of wrong guessing.® 


Something of the same view was also expressed by Mr. Colbert, 
president of Chrysker.. Like his predecessors, he gave the consumer 
the pivotal role; a style change ‘‘depends not on what our engineers 
think it should be, but on what the consumer wants and what he calls 
for and what he wishes to purchase.” ** But when Senator Kefauver 
asked how, in view of the time span required for making changes, 
there could be knowledge “of what the consumer is going to want,”’ 
Mr. Colbert replied: 


You decide what the consumer wants at the time and you do your best to adjust 
yourself to what you think he is going to want and, if you guess wrong, you are in 
bad shape.* 


Chrysler officials estimated that their cost for annual model changes 
ran to about $200 million a year. Senator Kefauver inquired: 


Gentlemen, frankly, since you can spread your costs of a model change over a 
fewer number of cars, as can General Motors or Ford, without these radical 
model changes every year, wouldn’t you and, also, the consumer, be better off? 
I do not mean that you should not make changes for technological improvements, 
or even maybe to be a little more appealing, but you have these radical changes 
almost every year. Aren’t you forced into that rather than wanting to go into 
it? % 


Like Mr. Yntema, Mr. Colbert declared that these changes were 
“governed by the consumer,’”’ but then added significantly: 


* * * if you go into the same car year after year when General Motors or Ford 
or both of them are changing to new ears each year, you’d pretty soon be out of 
business; they’d get the business * * * ,% 


Mr. Laurence Crooks, automotive consultant for Consumers Union, 
explained the curious function that annual style changes played in 


8 Ibid., p. 2696. Some of the industrial tension on this phase is indicated in an article in Fortune, Sep- 
tember 1954, p. 195, relative to Ford in the late 1940's: 

“Breech was convinced that Chevrolet would have model changes by the fall of 1947. If Chevy changed 
and Ford didn’t, all the Jack Davises in the world wouldn’t be able to sell the prewar Ford. It normally 
takes 3 years to style, engineer, and tool a completely new mode] for production. This meant that Ford 
would have nothing but the 1941 product until 1949 and would, as succeeding models of Chevrolet appeared, 
be at a greater and greater disadvantage. 

“When the policy committee convened the morning after the Youngren report, Breech said: ‘All right, 
we start from scratch. We don’t spend time or money phonying up the old Ford because this organization 
will be judged by the market on the next car it produces, and it had better be new. So, we have a crash 
program, just like a war program. Any questions?’ There were plenty. By throwing economy out the 
window and taking chances motorcar manufacturers should never take, they believed they could have a 
new car in production in 14 months. As it turned out, Chevy did not introduce a new model quickly. 
When the 1949 Ford came to market in June 1948, it was the first Big Three make that was completely new.” 

* Hearings, p. 2730. 

8 Tbid., p. 2732. 

% Ibid., p. 2797. 

 Tbid., p. 2798. 

8 Ibid., p. 2828. 
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the automobile industry. In his opinion, these changes have little 
effect upon the total number of cars sold, though they are crucial in 
determining which company obtains the business. As he put it: 

* * * styling plays a relatively minor role in increasing the total number of cars 
sold in the market in a given year. Now, perhaps, you have to qualify that to 
say provided somebody has some well-styled cars in the year. 

Of course, styling is a big factor, for good or for bad, in deciding which company 
is going to increase its sales at some other company’s expense. The expense of 
the victory is, of course, borne by the consumer.” 

Style versus innovation.—In his testimony before the subcommittee, 
Mr. Richard S. Latham, industrial designer, drew a sharp distinction 
between style and innovation. One is related to superficial changes in 
appearance, designed to make the product seem new and different; 
the other reflects distinct advances in the art affecting both the 
product itself and its appearance. According to him, style changes 
are regarded as the easy way to newness; they can be measured and 
predicted with some exactness. But ther e are dangers: 

* * * The stylist cannot depart too radically from the overall characteristics 
of the object, be it hat, dress, or automobile. It took literally years to eliminate 
fenders, and the symbol of the radiator cap and temperature gage is still with 
us, even though the instrument itself long ago went to the dashboard. The 
fact is that the stylist has a very limited palette. If the calendar of change is 
speeded up, he begins to run short of acceptable variations. Then, little by little, 
he is pushed into creating ridiculous changes. When people realize this at a 
mass level, however slowly, then styling ceases to motivate people to buy. 

There is another way out discovered by the designers who use style and func- 
tion in almost equal quantities. Because it is based in the main on real progress, 
new looks and forms can generally be generated by functions that are new. But 
this approach never really works unless there is genuinely new technology behind 
it. When the designer attempts to instill a sense of newness into something 
which is in fact no different, the consumer is seldom taken in for long.™ 


In referring to the automobile as an instance of ‘‘style obsolescence”’ 
Mr. Latham contrasted automobiles with refrigerators. Both prod- 
ucts are durable goods, with life spans of 12 years or longer. Both 
are subjected to the pressures of obsolesc ence by annual style changes. 
Yet, in the case of refrigerators, ‘ ‘statistics show that people want 
a new one every 12 years.” Here the drive to convert a durable 
good into a perishable item has run up against an impenetrable 
wall of consumer resistance. 

According to Mr. Latham, frequent style changes have a place in 
some industries where the cost involved is not great and where con- 
sumers can exercise an option to reject the new “style. As he put it: 

Now, there is nothing, to our mind, inherently wrong with the idea of style 
change per se, provided it is applied where it belongs. It works quite success- 
fully in soft goods and women’s clothing, for instanee, where it is recognized that 
people like change when it is optional, inexpensive, or just plain fun.” 

A different problem, however, is presented by the automobile where 
annual style changes add substantially to production costs and the 
prices charged. In the early days of the industry, changes emerged 
from significant developments i in technology; today they are largely 
superficial merchandising devices designed ‘to enhance sales. 

" Ibid., p. 3148. 


# Ibid., p. 3146. 
® Ibid., p. 2791. 
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Slowly techniques were refined to promote maximum customer acceptance— 
and to induce customers to pay money for a given product. This was called 
merchandising. It was bordered on the left by pricing, p¢ ckaging, and promotion, 
and on the right with display, advertising, and communication of all kinds. 
Eventually the cart began to drag the horse: merchandising ceased to be an aid 
to acceptance, and became an aggressive sales weapon with “‘newness’’ as its chief 
ammunition. Lately, to this collection or merchandising techniques has been 
added styling—the introduction of some new visual element to make a whole product 
appear new, usually without the kind of basic change that requires major adjustments 
by the consumer. 


Yet there is an autonomous limit to the creation of sales appeal 
through design changes. This limit is reached, according to Latham, 
when a product is so designed that it no longer fits in with its next 
larger context: 


But perhaps the most important feature in a definition of planning, and of the 
design that takes place within its orbit, is this: Planning acknowledges that a 
product must relate to its next larger context. In the case of a refrigerator, it is 
in the kitchen; in the case of the automobile, what? The city, the roadscape. 
When any thing as domineering as the car finally reaches the point of violating 
the next larger context, it cannot get aw ay with being just a bother: it becomes 
the object of ridicule, and ultimately of civic action.™ 


As an example of a violation of the next-larger-context principle (in 
this case the community), Mr. Latham cites a protest against the 
excessive size of automobiles by the mayor of New York City: 


It hardly seems necessary for the mayor of a large city to point out to car 
manufacturers that their product will no longer work in the existing community, 
for it is here that planning should begin. And yet it was necessary. Mayor 
Wagner of New York may be annoyed because a Cadillac takes up two parking 
meter spaces, but his protest simply backs up, with the weight of civic authority, 
the unheeded cries of the American consumer, who for years has been unable to 
get his car into a standard garage.” 


There is at least an implicit recognition of the next-larger-context 
principle by the automobile manufacturer. Otherwise, the size of 
their most expensive models would have been increased even more 
than has been the case. As compared to the growth in size of the 
medium-priced and low-priced lines, the increase in size of the high- 
priced lines has been relatively modest, This in turn has produce d 
a clustering of models at one end of the scale and a vacuum at the 
other: 

This was pointed up when we were recently asked by an acquaintance if we 
thought the Volkswagen would replace the Chevrolet. The idea startled us 
because we have assumed for some time that the Volkswagen has replaced the 
Chevrolet—as it was, not asitis. It seems to be a fact that the American “‘small’’ 
car is so busy replacing the big car that it has left a neat vacuum, and little im- 
ported cars are literally being invited to fill this space as fast as they can move in. 
Another question seems much more critical in Detroit: Has the Chevrolet replaced 
the and can changing advertising agencies reverse a trend that can only 
be blamed on lack of basie planning? ” 





In automobiles, a further inhibiting factor is the durability of the 
product, and the excessive costs which style changes involve. But 
taking precedence—and overcoming these barriers—is the fact that 
heavy sales volume means lower unit costs. Thus, in the interest 
of gaining ever larger markets, the drive for forcing style obso- 

“ Td. (italic added). 

% Thid., p. 3150. 
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lescence by the major automobile companies has become intensified 
each year.”® 

In her testimony before the subcommittee, Dr. Ruby Turner Norris 
also stressed the unsuitability of the automobile as a “vehicle for 
fashion.” She stated: 


The automobile is ill adjusted to be a style guide, to be subject to an annual 
change. * * * the automotive engineers themselves must regret when perfectly 
good dies, capable of putting out millions of more excellent cars, have to be thrown 
in the dust heap as a sacrifice to the great god of fashion and change for change’s 
sake, regardless of the importance of the new inventions that may have come 
along. 

Many a year we change models only and solely in order to have something new 
to promote. This is wasteful of our natural resources. I insist it is a big waste, 
not a little waste * * *,% 


To her mind the fault lay with the character of competition existing 
in the industry: 


It is the industry which, in the active competition for sales between the oligop- 
olistic producers, has advertised itself into a position in which each firm must, 
or thinks he must, make an annual model change in order te hold its position. 


Style versus quality —The current emphasis upon styie has reached 
such extremes that on occasion function itself has been sacrificed. 
In this connection Mr. Laurence Crooks, automotive consultant of 
Consumers Union, stated with reference to styling: 


Ordinarily we say very little about it in our magazine unless styling interferes 
with the car’s functioning as well as a machine, or, of course, with the driver’s 
functioning efficiently himself. 

Sometimes it seems, in examining a car, as though modern styling was created 
only to hinder both car and driver. Things are not that innocent though; when 
a styling feature vies with a practical feature, or a safety feature, styling usually wins. 

One example among many will suffice—the sharp ridge formed across the lower 
edge of the sharp instrument panel on the 1958 Chevrolet. It has very little 
value as a decorative feature and its safety value is negative because, as every 
choolboy knows, a sharp edge will cut deeper on impact than a flat surface. 
‘his is an old subject with the industry. They are always talking about remov- 
ing the knobs from the dashboard and making a safer surface or conglomeration 
of objects facing the driver. 

Back in 1937 the Chrysler Corp. got this idea in mind and they flattened off 
everything on the dashboard of their car. All the knobs were recessed. There 
had been a crank at the top for operating the windshield that was removed and 
folded into itself. They had a perfectly flat dashboard and then they gave it up, 
I don’t know why. * * * 

A detail is found to be wrong, so therefore the principle behind it was wrong. 
This happens over and over again.? 


According to Mr. Crooks, new-car quality in the sense of work- 
manship and freedom from mechanical imperfections at the time of 


% “The automobile is essentially a durable type of consumer goods and the artificial structure of auto- 
selling arose from the attempt to evade this durability. The consumer was subjected to every possible 
form of pressure and inducement to get him to buy a new car while the old car was still good. The manu- 
facturer produced an endless stream of ‘improvements,’ many of which had little or no significance from 
the consumer’s pcint of view, although to the automobile copywriter every new gadget was ‘revolutionary.’ 
The salesman, th: advertising agent, and public opinion in general combined to make the ‘prospect’ not so 
much proud of a ew car as ashamed ofanold one. And the unfortunate auto dealer kept the whole extrava- 
ganza in motion by allowing the motorist more on his trade-m than the trade-in was likely to be sold for 
when it made its appearance on the used-car lot. 

“The auto-maker created his problem of mass selling because he had been so successful in solving his 
problem of mass production.”’ (E. D, Kennedy, The Automobile Industry, Reynal & Hitchcock, New 
York, 1941, pp. 321-322.) 

” Hearings, pp. 2448-2449. During the course of the hearings, Senator Carroll quoted Walter Teague, 
noted industrial designer, as follows: 

“One of the causes of the recession is the refusal] of our people to be seduced any longer by planned obso- 
lescence. The design sensibilities of the public have been offended by the phony glitter and gingerbread 
that is being palmed off on them, and they have no desire to spend their money on a lot of nothingness. 
Legitimate improvements, yes, but this Roman orgy of obsolescence merchandising must come to an end.”’ 

When asked to comment, Mr. Latham stated: ‘‘I would not put it in words that strong, but I am afraid 
I agree with him” (ibid., p. 3156). 

! Thid., p. 2468. 

2 Ibid., pp. 3067-3068 (italic added). 
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delivery has deterior ated in recent years. He stated that on the basis 
of Consumers Union’s testing experience, ‘‘we feel that the quality is 
on the whole going downhill.” * Many of the replies in a survey made 
by the Automotive Finance Association, referred to below, also indi- 
cate that buyers have become critical of the quality of product offered 
by the industry. Even an industry executive, Mr. C. E. Briggs, vice 
president of Chrysler, has said that automobile quality is “not as good 
as 10 years ago.’’ 4 In this respect it is obvious that a conflict exists 
between quality and frequent major style changes in the automobile 
industry, especially in view of the i increasing complexity of the basic 
mechanism. 

No company can anticipate perfectly all of the problems which 
will arise when a carefully engineered pilot model is translated into the 
mass-produced vehicle which rolls off the assembly line. Thus minor 
design errors or unforeseen mechanical defects frequently show up 
early in the production run. In the days when a given model was 
kept with little or no change for a period of 3 or 4 years, manufacturers 
had the time and the incentive to correct these errors. Alterations 
could be made in jigs and dies, and special attention could be given 
to the elimination of bugs in the first year of the model run, so that 
in subsequent years the car would approach mechanical perfection. 

Neither the time nor the incentive for this exists today. As Mr. 
Yntema pointed out to the subcommittee, by the time the 1958 models 
appeared on the market, the design and engineering of 1959 models 
had been completed and tooling commitments had reached the point 
where alterations would be difficult to make. There is little point in 
making any substantial expenditures to improve the dies, jigs, and 
other equipment used on a current model if they are to be dsr 
in a few months for a new set to produce a different model. ‘The 
manufacturer will of course endeavor to correct in the new model any 
mechanical deficiencies which have appeared in its immediate pre- 
decessor, knowing full well, however, that the new model will un- 
doubtedly develop its own share of problems when it goes into produc- 
tion. Thus, the buyer can never expect the level of quality which 
could be achieved with reasonable style stability. 

The most significant—and costly—style development i is the increas- 
ing frequency of the model ¢ hange. At one time major style changes, 
involving some advances in technology, were made every 4 or 5 years. 
Intervening years were marked by superficial “facelifts” to build up 
consumer appeal for the new models. Recently this time pe riod had 
been increasingly shortened; moreover, the decorative changes in off 
years have become correspondingly more expensive. 

As Dr. Ruby Turner Norris remarked, ““We have been witnessin 
a change in custom in the industry in the direction of annual an 
changes. Facelifting isn’t enough. It now has to be a sweepingly 
‘new’ car.’’> 

Since 1948, for example, Ford’s pace has been as follows: 1948, new 
model, kept substantially unchanged through the 1951 model year; 
1952, new model, maintained through 1954; 1955, new model; 1956, 
face lift; 1957, new model; 1958, a substantial face lift involving con- 
siderable expense because of the introduction of a new engine and 

3 Hearings, p. 3086. See also pp. 3070-3072 for Mr. Orooks’ specific criticisms of new-car quality. 


4 New York Times, May 23, 1958. 
§Tbid., p. 2447. 
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other changes. Similarly, Chrysler’s major model changes have been 
stepped up. Recently it ‘has been operating on a 2-year cycle, with 
recent major changes occurring in 1953, 1955, and 1957. 

The impetus behind this pressure for more fr equent model changes 
has come principally from General Motors which now boasts a com- 
pletely new model each year. It alone has the financial resources to 
play this form of nonprice competition to the full; all other companies 
have good cause to be deeply alarmed over the future. A serious 
crisis faced Ford and Chrysler with the presentation of their 1958 
models which were repeats of 1957 with face lifts of consequence, par- 
ticularly for Ford. Though sales of 1958 models were poor for all 
companies, they have been markedly so for Ford and Chrysler. Mr. 
Latham summed up the situation as follows: 

The automotive industry, without question, faces the most difficult problems 
of allin this area. For one thing, Detroit is already in the midst of a cycle based 
on a completely retooled line of products every 2 years, with a face lift on alternate 
years (which, based on costs, very closely approximates a clean slate) and desperate 
attempts to give the illusion of a complete change in any event. One firm is now 
claiming all-new models every year. With the emphasis, as it is, on styling and 
gimmicks first and functional improvements second——and with the really vast 
number of individual models that each firm must produce each year—this is a 
prodigious demand for elephants to dance on the head of a pin.® 


In this situation both Ford and Chrysler are in a serious dilemma. 
If they do not make substantial annual changes, they face the prospect 
of continued poor sales such as occurred w ith the 1958 models. On 
the other hand, the production of new models yearly constitutes a 
staggering cost burden which, with their present volume, they may 
not be able to carry indefinitely. 

The difficulty is that according to all present indications style com- 
petition will, if anything, increase in the future. For a number of 
years General Motors has utilized three basic body shells: The A 
shell for Chevrolet and Pontiac, the B shell for most Buicks and for 
Oldsmobile, and the C shell for heavy Buicks and Cadillac. Since 
the body shell is the most expensive component to retool, it has been 
the company’s practice in the past to stagger the body ‘tooling pro- 
gram—changing B and C bodies in one year and A bodies in the next. 
General Motors has announced a departure from this policy beginning 
with the 1959 line. All General Motors cars will use the same basic 
body shell; relatively inexpensive inserts will provide variations in 
body size among the different lines. 

This development could conceivably offer consumers some hope for 
price cuts, via reductions in unit overhead cost, but apparently price 
reduction is not what General Motors’ management has in mind. 
According to Business Week, the use of a single basic body shell 
“makes possible, even encourages, more model changes every year 
rather than on the traditional 2-year or 3-year cycle.’”’’ A reporter for 
Tron Age states, “Because of its volume, GM can also charge off the 
cost in the same model year. And it can afford to retool a complete 
change in the following year—and each year thereafter.”’* ‘These 
sources reflect a widespread belief that any savings made by General 
Motors from this development will be used not to reduce prices but 
to speed up style obsolescence. 

6 Ibid., pp. 3149-3150. 


7 Business Week, June 21, 1958, p. 29. 
§GM Heads for Annual Retooling, Iron Age, May 22, 1958. 
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The present trend in the industry bears out Mr. Ford’s fears—it is 
evident that the model change policies of the major manufacturers 
have since 1950 greatly increased the prices which buyers must pay 
for automobiles. Further, the industry’s commitment to high styling 
costs, as well as other overhead expense, makes it difficult for corporate 
managements, endowed as they are with the power to administer 
prices, to appreciate the wisdom of any policy of price reduction which 
might raise the present low levels of output and employment. 

Projected style changes by Big Three firms do not appear to be 
capable of stimulating any overall increase in consumer automobile 
demand. A respected business journal has reported dealer reactions 
to 1959 model rumors around the country: 

No customers are around asking about the 1959’s, and they aren’t even asking 
about the 1958’s. Nothing could be deader than next year’s models (Chicago). 

ao aren't waiting for new models—they’re waiting for new hope (Mil- 
waukee). - 

People don’t give a damn what Detroit does. They want a price cut more 
than style (Atlanta).® 
In short, it is unlikely that style changes, apart from any truly sig- 
nificant technological improvements, can influence very many people 
who have decided not to buy cars in 1959—nor can style changes alone 
do this in any other year. 

There is, however, another aspect to styling. While it will not 
increase the overall automobile market in any year, it may well influ- 
ence existing buyers within that market. As shown in the earlier dis- 
cussion of price uniformity within the industry, the buyer has virtually 
no opportunity to use price as the basis on which to choose among the 
offerings of the three major manufacturers. The major basis for choice 
which is left to him is external appearance. 

Once a styling race starts, the other contestants for the consumers’ 
dollar, with one notable exception, feel that they are forced to enter 
it..° When the most powerful entrant runs as fast as he can, his com- 
petitors must run even faster than they are capable of running, safely, 
in order to cross the finish line at all. If the race lasts long enough, 
the weaker competitors fall by the wayside. And if the entry fees 
are high enough, there will be no new runners to take the place of 
those who drop out. 

This is a very realistic prospect in the automobile industry. Dr. 
Ralph C. Epstein, writing 30 years ago, blamed rapid design changes 
for the heavy mortality rate which was even then transforming the 
automobile manufacturing from a highly competitive industry into 
one dominated by a few firms.'' More recently a Ford executive 
stated that the failure of his company to change 1956 models dras- 
tically enough resulted in a loss of nearly 200,000 sales to Chevrolet.” 
It is hardly Tikely that Ford and Chrysler enjoy spending $250 million 
and $200 million a year, respectively, on style changes. A more 
probable explanatidn of this behavior is that the Ford and Chrysler 
managements believe that these sums are the least they can spend and 
still stay in business, in the light of General Motors’ annual expendi- 
tures of some $500 million. The possible necessity of complete annual 

* Business Week, June 21, 1958, p. 28. 
10 The possibility of staying out of the race and utilizing the cost savings which would result from less 


frequent model changes to reduce prices appears to have been rejected as a competitive device by all of the 


major producers. 
1 Op. cit., ch. 6. Ralph C. Epstein. 
12 Wall Street Journal, December 10, 1957. 
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retooling for model changes, suggested by the new General Motors 
policy discussed above, will put even greater strains on the resources 
of the lesser members of the Big Three. 

If Ford and Chrysler will be hard pressed to follow General Motors’ 
leadership, the effects on any smaller companies which tried to com- 
pete on an annual model change basis could well be disastrous. Dr. 
Ruby Turner Norris predicted to the subcommittee that— 

This sort of annual change is going to doom the little companies in the industry 


* * * The cost per model change for them is higher because they have so many 
fewer items to sell.% 


It should be noted that the design changes which are now putting 
pressure on Ford, Chrysler, and the smaller firms in the industry are 
far different from those which concerned Epstein in his analysis 
referred to above. In explaining the heavy mortality in the industry 
from 1907 to 1912, he pointed. out that “extensive redesigning of 
models meant incurring heavy expenses for new dies, jigs, templets, 
or even new machinery, ” 4 an observation which still holds true. 
In the early years of the industry , frequent redesigning was a price to 
be paid for rapid technological progress failure was the penalty for 
those firms which could not or would not move beyond single or two- 
cylinder engines, chain drives, and so forth. Redesigning in the late 
1950’s, on the other hand, relates primarily to what “both Dr. Norris 
and Mr. Curtice have referred to as “fancification” rather than to 
any real improvement of the automobile itself. The very efforts of 
the leading producers to create style obsolescence are evidence that 
they themselves believe that the current technological progress in the 
industry is not sufficient to maintain a reasonable rate of truly func- 
tional obsolescence. 

There is a distinction between true fixed costs, such as depreciation 
on a particular capital investment, which are part of and inherent in 
any production operation and what are, in effect, optional fixed out- 
lays which may or may not be incurred at the discretion of the pro- 
ducer. The fixed outlays resulting from styling changes are obviously 
of the latter type. They can be sharply reduced by the simple expedi- 
ent of stabilizing design over a reasonable period of, say, 3 or 4 years. 
Mr. George Romney told this subcommittee that 
Actually we are undertaking to achieve some competitive advantage by this 


Rambler American where we have told the public and told our dealers that we 
will not make annual model changes. 


The growth in American Motors’ sales during a year of industrywide 
recession makes it clear that to a growing number of buyers an annual 
styling change is no longer a prerequisite for purchase."® 

Among other persons who have recognized the influence of model- 
change costs on automobile prices is Senator Arthur W. Watkins, a 

member of the Joint Economic Committee. In a discussion with a 


13 Hearings, pp. 2449 and 2454. 

# Epstein, op. cit., p. 181. 

15 Thid., p. 2983. 

%In Dr. Norris’ view, the benefits of low costs and low prices arising from constant models should be 
accompanied by the introduction as rapidly as possible of significant inventions with high social utility. 
She remarked: 

“However, many a year goes by, I feel, in which there is no outstanding invention of high social priority. 
Many of the changes made each year are superficial. The car, if I may say so, has become a clothes horse in 
which purely stylistic changes are made for the sake of newness. 

“How much wiser to keep the same dies and use them over for the benefit of society as long as important 
new inventions have not been made of which the buying public is being deprived (ibid., p. 2447), 


29314—-58-——_-7 
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representative of the Associated Press, on May 11, 1958, the dis- 
tinguished Senator from Utah proposed that car manufacturers forego 
model changes and pass the savings on to consumers through price 
cuts. Senator Watkins suggested that: 


The auto industry ought to be able to make some significant savings by con- 
tinuing its present models, savings that could be passed on to consumers in the 
form of price cuts that would promote buying. here’s a question in my mind 
that the industry really improves its cars much just by changing models. If you 
read the advertisements about the 1958 cars, they are already perfect and there 
doesn’t seem to be much room for improvement." 


Second only to the annual model change in importance in the field 
of style has been the horsepower race. This form of rivalry was 
touched off by an unusual circumstance in the early fifties. Mr, 
Crooks described the event as follows: 


What happened in 1951 was that Chrysler came out with their hemispherical 
combustion-chamber-type engine. That is a racing-type engine. It had not been 
cofisidered a good type previous to that time, but they made it work and from an 
engine that just happened to be of the same dimensions as the Cadillac engine 
that year they got about 50 more horsepower than Cadillac was getting. 

That is a rough figure. But that of course was an intolerable consideration for 
General Motors, and then it began. They began stepping up the power of the 
Cadillac and then others began opening up the engines, making the displacement 
larger, which is the quick way to horsepower.'® 

The startling result of this horsepower race is shown in the table 
below. Three model years are used: 1950, the year just prior to the 
institution of the race; 1955, the midpoint, and 1958, the year for 
which the latest data are available.’ The illustrations selected are 
roughly comparable makes of the Big Three, and represent the biggest 
selling models for each year as reported by the companies to the 
subcommittee. 

Journal of Commerce, May 12, 1958. 

8 Thid., p. 3073. 

18 Horsepower ratings, because of the conditions under which they are arrived at, greatly overstate the 
horsepower available at the driving wheels. (See 8. A. E. Journal, April 1957, Where All the Power Goes, 
pp. 55-63.) The shortcomings of these tests as an indication of the power available under ordinary driving 


conditions are summarized in a letter to the subcommittee dated July 29, 1957, by Mr. Joseph N. Ulman 
of Consumers Union: 


“The horsepower figure quoted by the United States car manufacturer is presumably the maximum | 


horsepower of the engine as determined by actual measurement, with the engine mounted on a dynamom- 
eter stand. It does not represent the maximum horsepower available from the engine installed under the 
hood of a car, much less the horsepower available at the driving wheels. 

“During the dynamometer test, it is common practice to supply the ignition current from a laboratory 
source, so that the engine’s generator is running at no-load, and consuming a minimum of power. The 
engine is cooled by the laboratory water supply, so that its pump does not have to force water through 
radiator, and its fan (if fitted) runs free. without any shrouding. In order to protect personnel from exposure 
to exhaust fumes, the engine exhausts into a stack that is under slight vacuum—thus slightly boosting 
power. To increase the density of the incoming charge (and thus the mass of fuel-air mixture available to 
produce power), a fan may be directed at the intake manifold, and even the fuel supply may be water cooled. 
The spark timing is adjusted to produce the highest possible power, even though this causes quite severe 
‘pinging’ in the brandnew, clean engine. 

‘To offset the effects of atmospueric conditions, the resultant torque and horsepower figures are corrected 
to standardized temperature and barometric pressure. The correction is made by a standard empirical 
correction factor—that some engineers believe is actually too large, so that the corrected figures for an engine 
tested under unfavorable atmospheric conditions will be greater than for the same engine tested under the 
standard conditions. 


* * . . . * . 


“When the engine is installed under the hood of a car, it has to drive a generator that absorbs power in 
proportion to the current that it is producing. It has to pump water through a radiator, and it has to pull 
air through the radiator. It has to exhaust its spent gases against atmospheric we rather than into s 
slight vacuum. The air that it sucks in is warmed, and expanded, by the hot machinery under the hood, and 
the fuel is heated by the sun. The spark timing is retarded to prevent pinging; and the future buildup of 
engine deposits with use m st be taken into account in this compromise spark setting. 

“* All of these factors redu _3 the power output of the engine. What is left is furcher reduced by losses in the 
driveline—transmission, universal joints, differential, axle and wheel bearings, and tires. And considerable 
power is absorbed by whatever power-operated accessories are provided—power steering, power brakes, air 
conditioners, etc. 

“As a result, the power available at the driving wheels may be no more than half the ‘advertised horse- 
power,’ or even less. 

“Finally, even an accurate value of maximum horsepower is not a good index of car performance; the horse- 
power at all engine speeds must be known, not just at the speed of maximum power. 
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TABLE 


Make 





Chevrolet 
cinta ign tind 


Plymouth 
Oldsmobile Super 88 °- 


Mercury Monterey --- 
De Soto Firedome_--_- 
Cadillac 62 Series 
Lincoln Capri----...-- 
Chrysler Imperial 


16 cylinder, 
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| 
1950 


minute.! 

100 at 3,600 revolutions per 
minute. 

97 at 3,600 revolutions per 
minute.! 

135 at 3,600 revolutions per 
minute. 

110 at 3,600 revolutions per 
minute. 

112 at 3,600 revolutions per 
minute.! 

160 at 3,800 revolutions per 
minute. 

152 at 3,600 revolutions per 
minute. 

135 at 3,200 revolutions per 
minute, 





2 Model 210, 6 cylinder. 


$ Bel Air, 8 cylinder. 
48 cylinder. 
5 Fairlane 8. 


6 Custon 300, 8 cylinder. 


7 Savoy 6. 

§ Savoy 8. 

§ Usually only gener 
models, 8 cylinders. 


Sources: 1950: NAD 


ic names used in 1950. 


92 at 3,400 revolutions per 


| 


| —— 


| 





A, Official Used Car Guide, 
1955, p. 126; 1958: Automotive News, 1958 Almanac issue, p. 16. 


October 1957; 


1955 


123 at 3,800 revolutions per 
minute.? 

162 at 4,400 revolutions per 
minute.5 

117 at 3,600 revolutions per 
minute.’ 

202 at 4,000 revolutions per 
minute. 

188 at 4,400 revolutions per 
minute. 

185 at 4,400 revolutions per 
minute. 

250 at 4,600 revolutions per 
minute. 

225 at 4,400 revolutions per 
minute. 

250 at 4,600 revolutions per 
minute. 


1955: 





89 


15.—-Increase in horsepower for comparable models, 1950, 1955, and 1958 


1958 


185 at 4,600 revolutions 
per minute.’ 

205 at 4,500 revolutions 
per minute. 

225 at 4,400 revolutions 
per minute.’ 

305 at 4,600 revolutions 
per minute. 

312 at 4,600 revolutions 
per minute. 

295 at 4,600 revolutions 
per minute. 

310 at 4,800 revolutions 
per minute. 

375 at 4,800 revolutions 
per minute. 

345 at 4,600 revolutions 
per minute. 





Except as otherwise indicated, all middle-sized and large 


Automotive Industries, Mar. 15, 


Thus it can be seen that the lowest priced 1958 models actually 


exceed in horsepower the Cadillacs, Lincolns, and Chryslers 
and closely approximate these big cars in their 1955 versions. 


of 1950 
All 1958 


models above the lowest priced Ford, Chevrolet, and Plymouth, 
according to Mr. Crooks, have larger engines and higher horsepower 
than the Cadillac and Chrysler in 1955. 

To contain such large powerplants, the cars themselves are larger 


in size and heavier, as are the essential automotive parts. 


he 


added cost of increased size is not, however, limited to the original 
Nearly all such cars require premium fuel or they 


purchase price. 


will knock considerably. 


12 or 13 miles 


per gallon. 


In addition, overall mileage seldom exceeds 
Larger tires are required. 


On top of this, 


repair bills for even minor breakdowns tend to run high, not only for 
parts replacement but for the skilled labor necessary for such complex 
Equally formidable for the pocketbook of the consumer 
is the expense involved in minor accidents involving bodywork on 


mechanisms. 


the car. 


Although the public first welcomed the idea of more powerful cars, 
the horsepower race has not been without drawbacks which have 
become increasingly apparent to automobile buyers. 


stated: 


The public, 
an hour in 


It 


10 seconds, 


hink, 


worth what it is costing them.?® 


* 


* x 


& * 


As Mr. Crooks 


is finding that the charm of going from zero to 60 miles 
which a great many of the modern cars will do, 


is not 


* * 


Nearly every factor which increases engine output has a price in wear and 
durability as compared with more modest engines built to run for a long time. 
Multiple carburetors, high-lift valves, stiffer valve springs, 





* Hearings, p. 3073. 


bigger manifolds, all 
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take their toll, one way or another, in the efficiency of ordinary use and of the 
durability of the car * * *,2! 
In his opinion the horsepower race is one of the major factors respon- 
sible for the present high price structure in the automobile industry 
and the low sales record for 1958. Of course, it is not clear that the 
automobile buyers were able to determine how much of what they 
regarded as increased power and acceleration was in fact traceable to 
greater horsepower. It is reported that Chrysler, for example, was 
disturbed by what it felt to be a common belief that other cars had a 
far faster pickup than the Chrysler line, which Chrysler engineers said 
was simply untrue. Given the problem, a market research expert 
reasoned that the public could not know how good an automobile’s 
acceleration was; few people can judge the speed at which they are 
traveling, let alone the rate of increase in speed. Interviewers were 
sent out to ask car owners whether they thought their car had fast 
acceleration or not, and when the results were in, the tension of the 
spring under the accelerator pedal in each made of automobile was 
measured. It was found that 
* * * wherever the accelerator spring was tight, and considerable pressure was 
necessary to drive the accelerator pedal to the floor, people thought the car had 
slow acceleration; wherever the spring was loose, people thought the chariot was 
blessed with get-up-and-go. Chrysler loosened the springs under the pedals.” 
As a result of widespres ad criticism, the industry itself has sought to 
bring the promotion of the horsepower race within bounds, but there 
still remains considerable leeway for emphasizing this type of appeal. 


Mr. Crooks said: 


Last summer, as you gentlemen may know, there was an agreement among the 
manufacturers to cease advertising power and speed in their cars with which they 
have, on the whole, complied so far. 

Of course, there was a little while ago a billboard advertisement which showed 
simply a picture of a tiger springing on his prey, and in small letters it said, 
“‘Chevrolet’s new turboglide engine.” 

General Motors as style leader —General Motors plays a key role in 

the automotive style field. Because of its great sales volume, it has an 
immense impact in framing consumer attitudes toward style changes. 
And with its financial resources, it is strategically situated to initiate 
style change after style change, and thus exert inexorable pressures 
upon the smaller companies to do likewise. In this drive there is 
nothing like the risk element for General Motors which exists for the 
smaller companies. A substantial style change, where a small number 
of units is involved, is a tremendous gamble. But where the vast 
bulk of the country’s automobiles incorporate the new design, the 
change—almost regardless of its character—suggests to many the 
latest advance in the art. For that reason, it is only the most adven- 
turous and courageous small company which dares to break ranks 
with General Motors and step out on its own. 

One such disastrous step was taken by Chrysler in the early 1950’s. 
Mr. Colbert testified before this subcommittee: 

Our management in 1949 made a decision that it was time to start thinking 
about a smaller car in this country, and we went to work, our stylists and en- 
gineers, to bring out a smaller car. 

21 [bid., p. 3074. 


2 Martin Mayer, Madison Avenue U.S. A., Harper & Bros., 1958, pp. 250-251. 
23 Hearings, p. 3072. 
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Our 1953 cars were of shorter wheelbase, and smaller cars than we had been 
building in previous years. 

As I say, we made that decision in 1949. We thought we had made a wonderful 
step in progress and we were going to swamp the industry with smaller cars. 
General Motors and Ford went the other way; they made longer, bigger cars.” 


In 1953 General Motors and Ford made sharp gains at the expense of 
Chrysler, and thereafter Chrysler fell into line, confining its production 
to bigger and fancier models. 

Apparently a number of factors were involved in the failure of the 
venture. For one thing, the smaller Chrysler was actually higher in 
price than its competitors’ larger models.” Another factor was poor 
styling. A significant element was the radical character of the change, 
when the two larger automobile companies were moving in exactly 
the opposite direction. In commenting on the Chrysler mishap, 
George Romney, president of American Motors, stated: 

> “ 

It is quite true that they [Chrysler] tried the product philosophy of inaking 
them smaller on the outside and bigger on the inside and they did not do too well 
with it. 

However, attributing that to the size of the vehicle overlooks the fact that 
their styling was not what it should have been, and also that when you have a 
new idea productwise, you gain gradual public acceptance of it. You do not get 
public acceptance on a scale that permits a company that is dealing in hundreds 
of thousands of vehicles and selling hundreds of thousands of vehicles to make 
that much of a shift and get people to buy them immediately.?? 


Mr. Romney may be regarded as an expert in this area since he is 
currently engaged in a similar undertaking. His remarks, moreover, 
suggest a new element in the equation. Significant novelty not only 
takes time to win gradual public acceptance; it has little feasibility 
for middle-sized companies with sizable volume who cannot wait for 
a slow climb in demand. Thus it would appear that leadership in 
major automotive changes comes from the biggest company, where 
great volume can make the style shift popular overnight, or from the 
small company flexible enough to experiment and gamble on the 
future. 

The large company, with sizable financial resources, can make 
advertising a potent weapon in winning consumer acceptance of its 
product. During the hearings this exchange occurred between 
Senator Carroll and Mr. Romney: 


Senator Carroiu. This question of advertising, of TV programs over the long 
period of time, week in and week out, day in and day out, which shapes public 
thinking, does it not? 

Mr. Romney. Absolutely. 


He went on to cite the wraparound windshield as a specific example: 


They [the Big Three] introduced wraparound windshields that do not signifi- 
eantly improve vision and made them a hallmark of modern design. A small 
company could not have made the wraparound windshield a successful thing 
because when you get right down to the guts of it, it has no basie advantages 
over the straight windshield, and yet through advertising and promotion you ean 


4 Tbid., p. 2774. 

25 When faced with this fact, Mr. Colbert stated, ‘‘Well, you will find out when you get into cost that the 
costs are about as much to build a smaller car as a larger car’’ (idem.). 

*% According to the expert from Consumers Union, a major cause of the “flop’’ was poor styling. He 
testified: ‘‘* * * there was nothing the matter with their reliability or durability. The company has a 
good reputation in that respect and it kept it with those cars but they were awkward, gauche cars; they were 
not well finished except for the more expensive ones. A remark by one of their competitors was that this 
particular line of cars appeared to have been prepared for a future price cut, and that the price cut never 
came along. In other words, here was a case where the styling was definitely the cause of considerable woe 
to the manufacturer because it was not good styling” (ibid., p. 3069). 

7 Tbid., p. 2875. 
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make an item of that type become absolutely the hallmark of a modern car, if 
you have got a large enough percentage of the total market to do it.*8 


At one point in his testimony, Mr. Romney presented an illuminat- 
ing picture of the industry’s current dilemma. After describing how 
General Motors wrested supremacy from Ford by offering more than 
“bare transportation,’ he went on to discuss the subsequent adoption 
by Ford and Chrysler of the ‘GM product philosophy.” 


It has only been in the postwar period that Ford and Chrysler have both 
jumped on that bandwagon. In the postwar period Ford and Chrysler * * * in 
working out of trends that could have ned them to find themselves in very 
serious difficulty where they might well have been eliminated from the in- 
dustry * * * in the process of trying to work out from that situation they just 
simply adopted the GM product philosophy, and the result is all three of them 
began to build products based on the same product idea. 

Now that wasn’t conspiracy. It wasn’t the result of anything other than the 
other two doing what the champ had done, you see, and the result is that there 
has been a concentration in that area.?® 


Again using the wraparound windshield as an example, Mr. Romney 
specifically placed style leadership in General Motors. His graphie 
statement, summing up the situation, is worth quoting in full: 


The automobile business really has some aspects about it that make it similar 
to three businesses. One is the millinery business where fashion is such a big 
part of it, and the other is the perishable product business, because you ave got 
to move the cars pretty fast or they lose their value, you see, and the other is the 
hard goods business where you are really building metal objects that require 
heavy investments in tooling and so on. 

Now, Senator, in this millinery aspect, in the fashion aspect, a company doing 
45 to 50 percent of the business can make an aspect of car appearance a necessary 
earmark of product acceptance by the public just as a hat manufacturer—a 
women’s hat manufacturer—who sold 50 percent of the hats would have a much 
easier time of making all other hat manufacturers put cherries on their hats if 
the cherries were decided by it to be the fashion note for the year 

Now we have had that sort of thing in the automotive industry, and I called 
attention to it in my testimony. I pointed out that if one of the smaller com- 
panies had put a wraparound windshield on its car, it probably would have been 
a flop, but the fact that it was put on cars by a company doing as much business 
as the company that put it on helped to make the thing a success, because in this 
field of fashion, Senator, familiarity brings acceptance. Familiarity brings 
acceptance. 


Consumers’ response to style policies.—According to the findings of the 
University of Michigan’s Survey Research Center, the similarity in 
styles resulting from this acceptance of the “GM produc t philosophy” 
was one of the causes of the slump in car sales in 1958. Appearing 
before the subcommittee, Dr. George Katona, director of the center, 
said: 


There are a number of factors which all worked together. One is this general 
uneasiness, the other is the high price in autos. And another is the fact that the 
auto buyer is not stimulated by new models. He does not find an assortment. 
Every car is alike in his opinion. There are no choices. No department stores 
would dream of showing a housewife one single dress, here it is, buy it or leave it. 


2 Ibid., p. 2879. Mr. Curtice had used the term “panoramic’’ and spoke as follows in 1955: 

‘‘In the interest of increased vision and resulting safety, as well as improved appearance, General Motors 
developed the panoramic windshield with the post pillars moved back out of the line of vision. 

“The panoramic windshield was long in development and studied very closely for public approval before 
it was introduced on our production models. Immediately after World War II our stylists and engineers 
began working seriously on the problem” (hearings, 1955, pt. 7, p. 3506). 

Towever, Mr. Crooks said: ‘‘We drove down here in a car in which we were trying to view the scenery 
and as far as I could figure out about two-thirds of the area of the windshield glass had optical qualities 
which would allow us to see the scenery as God made it, and all the rest of the glass in the car distorted it’’ 
(hearings, pp. 3069-3070). 

29 Thid., p. 2858. 

80 Ibid., p. 2983. 
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This is the situation which today most auto buyers find themselves in, no 
assortment.*! 


The reaction to frequent style changes by members of the automobile 
trade itself has often been stated even more forcefully. Mr. Daniel J. 
Lino, of the Automotive Finance Association, conducted a mail survey 
of the association’s membership, consisting principally of officials of 
finance companies, banks, and dealers, in connection with his appear- 
ance before the subcommittee. The participants were asked to express 
their opinions, in narrative form, as to whether any factors other than 
general economic recession had contributed to the 1958 drop in auto- 
mobile sales. Nearly all of the respondents were in agreement that the 
buying public has developed an active hostility toward the current 
policies of the industry. Mr. Lino makes no claim that this was a 
scientific or designed sample. But it does represent the views of a 
random group of dealers and officials of automobile finance companies 
and banks which finance both dealers and retail buyers—a group 
whose business requires an accurate knowledge of consumer attitudes 
in the retail market. Excerpts from some of the answers are 
reproduced below.” 

Manufacturers and dealers alike are reluctant to face facts. John Q. Public is 


no longer standing in line to purchase an overpowered beast with a maze of 
electronic gadgets at a price his father paid for a home. 


It is my opinion that the present buyers’ recession is caused entirely by poor 
thinking on the part of the major manufacturers. The past few years their sales 
and advertising programs have tended more and more to the Barnum and Bailey 
philosophy, ‘‘a new sucker is born every minute.”’ 


The quality of today’s automobile does not compare favorably with past 
years * * * The price of the product continues to go up and the quality continues 
to go down. Improvement in automobiles in the past few years has strictly been 
tinsmith work and not enough improvement is being really made in the cars to 
make the average man change from what he is driving. 


Also, it is my opinion that the present-day car is of a size, is equipped and 
powered far in excess of public demands. The new ear is a figment of factory 
thinking and is not necessarily the result of public demand. 


In response to your inquiry of April 8, 1958, in my opinion the present drop in 
new-car purchases is primarily an engineering and manufacturing problem, 
created in part by general economic conditions, but which has been building up 
for some time and is caused, in my opinion, by the failure of manufacturers to 
produce automobiles that are economical in operation from the standpoint of 
(a) gasoline used, (b) maintenance cost, and (c) purchase price. 


I think the somewhat drestic style and model changes together with the 
increased delivered price of the 1958 models has definitely had an adverse effect 
on prospective customers. It has reached the point where the average buyer is 
primarily concerned with a reduction in the cost of the product and not the 
extreme styling, extra gadgets, etc. 





4 Tbid., p. 3124. 
# From letters of reply made available to the subcommittee (after deletion of signatures or any other 
material which might identify the respondents), reproduced in the hearings, appendix, pp. 3971-3993. 
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However, we also feel that the public as a whole have reacted rather strongly, 
if somewhat slowly, to the shoddy manner of assembling, selling, and delivering 
of the motorcar industry. We refer specifically to the poor job of finishing new 
cars which are coming out of the various factories, i. e., poor job of installing 
hoods, trunk lids, doors, improper installation of upholstery, inside trim, and 
even to the point of a poor outside finish. 


The factories have been serving up, each successive year, more and more 
nonfunctional, ornamental iron. Due to the ornamental nature of the construc- 
tion of new cars, insurance costs have mounted. Increased horsepower results in 
very much higher operating costs. 


In reply to your inquiry of April 8, in my opinion the basic reasons for the 
drastic drop in new-car demand are the high price tag, gingerbread, and poor 
workmanship. The present cars have too many gadgets and are too big. The 
American public today will buy a small sturdy car with less gingerbread and less 
horsepower. 


Advertising 

Among manufacturing industries the automobile industry is one of 
the earliest and, certainly today, the largest single employer of the 
arts of advertising. In its early days advertising undoubtedly per- 
formed for this industry its socially desirable function of expanding 
the market. Through advertising buyers were made aware of the 
existence and the usefulness of this new form of transportation. As 
the quality of the car was improved and the services which it could 
perform were enlarged, advertising became the principal means of 
communicating knowledge of these improvements to the mass market. 

But after the automobile had become an established, accepted, and 
well-known reality, it is doubtful if advertising contributed signifi- 
cantly to the further expansion of the market. The basis for this 
conclusion lies implicitly in the findings of studies of elasticity of 
demand for automobiles. In these studies—notably those of Roos 
and von Szeliski, Atkinson, Suits, and Chow—it has been found 
possible to explain most of the fluctuations in automobile sales over 
long-term periods in terms of just two variables, price and income.** 
In other words, it has not been found necessary to introduce adver- 
tising as a separate variable to explain changes in automobile sales. 
The presumption would therefore be that it is not a significant deter- 
minant of changes in the overall level of sales. However, it undoubt- 
edly has been a significant determinant of how the total sales volume 
has been divided up among the various producers. And it has been 
successfully employed for this purpose since virtually the inception of 
the industry. 

What is new therefore is not the fact of the use of advertising but 
the extent of its increase in recent years. While the industry’s total 
year-by-year advertising expenditures are not known, annual figures 
are available from Advertising Age on advertising expenditures in 
measured media, that is, in magazines, newspapers, Sunday sections, 
network television and farm magazines. Although not precisely com- 
parable over time, the data can be used to give a rough indication 
between 1952 and 1956 of the general trend of advertising costs per 


38 Of. ch. 6, p. 272. 
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34 


car.** The increases in this short space of 4 years were particularly 
pronounced in the case of the low-price makes: the advertising cost 
per car of the Ford more than doubled; of Chevrolet nearly tripled; 
of Plymouth more than tripled. In the middle-price bracket the 
costs rose by about half for Buick and Mercury, nearly doubled for 
Oldsmobile and De Soto and rose by more than 1% times for Dodge. 
When they become available the 1958 figures will probably show even 
greater increases. 


Percentage 

increase, 

Low-priced makes: 1962-66 } 

Chevrolet____- Joe b ek SE, See ete Se So 2see PPI. 190 

POM eerily 3 je dUICUSMUEE eos ee Geese: ‘i 126 

Plymouth_-_-__---- ate pawebh > isk te 6d dh iar hice al at hee oar 235 
Middle-priced makes: 

Ee eee oo on sLenacs aa cane eu See Ga aeee Te saa tens 46 

Oldsmobile - - - _- ola Le ee Ce ye eae 90 

PORBMRD 256 ia ia OU Sj eecke sob E LS DE deC ee. Si 168 

DOUG oii Sik) ob pitinaeimesntth ob hda = paweuwe tna eb eee 38 

a alin so hag aes pas cose cin algae i 161 

DeSoto-_- eee ws os ts ws ca eae aw i pe es ae oe 87 

High-priced makes: 

Cadillac__-_-_- . " die ch Ub pend. biids e: edlin bees Lee ee 22 

Linecoln____- e Liss Kia sh so va ts ben le itv aah os andes ack oti. 33 

RO Ret Re a on seater aie tse ee (mp ket. ae 


1 Source: Automotive News, 1958 Almanac issue, p. 82 (revised figure for Mercury 1956 advertising pro- 
vided by Advertising Age). 


The sharp rise in advertising costs indicated by the above figures 
does not represent merely the continuation of a long-time historical 
trend. Indeed, it is to be contrasted with an actual decline in ex- 
penditures that took place during the decade beginning in the late 
1920’s. For example, although General Motors sold virtually the 
same number of cars in 1935 as in 1927 (1,277,000 as against 1,276,000) 
its advertising expenditures dropped from $36.5 million to $20.8 
million. In 1937, a fairly prosperous year when its sales were 28 
percent above the 1927 level, General Motors’ total advertising 
expenditures were 28 percent below the 1927 level.*® 


CAUSES OF THE RECENT INCREASE 


Sehind the recent precipitous rise in automobile advertising has 
been the shift in emphasis from price to nonprice competition. With 
each of the leading manufacturers charging virtually identical prices 
for comparable makes and the consequent confinement of the intense 
rivalry among manufacturers to the various forms of nonprice compe- 
tition, an increase in the resources devoted to advertising was to be 


* Thus perhaps because of its diminishing importance, expenditures for network radio are not included 
n the 1956 figures. Also expenditures on outdoor advertising are included in 1956 but not in 1950. The 
nature of these estimates is described more fully in a letter to the sabeommittee of June 27, 1958, from Albert 
N. Stephanides, associate editor of Advertising Age: 

“The data does not include the cost of advertising staffs within the various companies. 

“To elaborate on the latter point, our ad cost studies are based on available sales data plus such advertis- 
ing as is measured by various organizations and publicly available. Since all these groups do is measure 
space and time, these figures do not represent a precise index of what is spent in advertising. Not only are 
company advertising department costs not represented, but additional costs for talent, production, etc., 
are not included in figures for the broadcast media nor is any provision made for possible discounts for 
frequency use of print or broadcast media, or any additional costs the advertising agency may charge the 
advertiser. Also, any media not measured, such as direct mail, network and spot radio, point of sale, or 
any other is necessarily omitted. 

35 Federal Trade Commission, Report on Motor Vehicle Industry, 1939. Advertising expenditures 
included “national advertising activities, national group-selling activities, and [company] cooperative 
advertising fund contributions.” 
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expected. But the magnitude of the increase has been greatly 
onlanael by a number of specific causes, some of which are rather 
obvious w hile others are somewhat subtle in nature. 

Design changes.—In the automobile industry changes in design and 
advertising are almost inextricably interwoven. When a car’s design 
remains basic ally unchanged over a period of vears the public becomes 
familiar with it and the occasion to call the public’s attention to the 
outstanding features of the design diminishes. But when design is 
radically altered, as is particularly the case with annual model changes, 
there is a felt necessity to make buyers forcibly aware of the new 
appearance of the car. This poses a formidable problem in the 
communication of ideas, requiring large-scale advertising expenditures, 
It is immaterial whether the change in design precedes the adver tising 
campaign or whether the nature of the advertising appeal decided 
upon dictates the design change: in either event the features of the 
new design must be implanted in the consciousness of the car- 
buying public. Moreover, the more frequent the change, the less 
the time available in which to accomplish the task of communication, 
The task of making some 60 million car owners aware of a new design 
in a period of just a few months is one of the most massive projects 
ever undertaken in the history of the communication of ideas. The 
problem is compounded by the necessity of implanting into the public 
consciousness a sense of dissatisfaction with what only a year or so 
earlier had been hailed as the ultimate in the new and <lesirable. 

Appearance of new media.—The most spectacular cause of the in- 
crease in advertising expenditures has been the appearance of a new 
and extremely costly advertising medium, television. Some idea of 
the staggering magnitude of the cost of television can be gained from 
the fact that in 1957 the repor ted expenditur es for time on network 
television alone (exclusive of “spot’’ TV) were $13 million each for 
General Motors and Ford, and $20 million for Chrysler.*® In an- 
nouncing the 1957 models, Ford was reported to have budgeted 
$18 million for the first 3 months of the model year which covered the 
cost of the announcement of the new models through the newspapers, 
radio stations, magazines and all TV stations.“ Other examples 
could be cited ad infinitum, all adding up to what, after all, is the 
obvious fact that television adv ertising costs money in very large 
amounts. And the cost itself has risen greatly over the last few years. 
In 1952 the cost of 1 hour of class A time (evening hours) for 1 of the 
2 major networks was $34,300; by 1958 the cost had risen to $82,900, 
with, however, the important qualification that the basic group con- 
sisted of 58 stations in 1958 and only 39 in 1952. The corresponding 
increase for the other major netw ork was from $23,475 to $83,850, 
with the number of stations constituting the basic group rising from 
21 to 60. Although it is true that the increase in the number of sta- 
tions extended the coverage, the hard fact remains that the cost of 
securing 1 evening hour of television time on 2 of the major networks 
(exclusive of the cost of talent and staging, etc.) nearly tripled between 
1952 and 1958, rising from $57,775 to $166,750. 

What is perhaps of most significance is the fact that expenditures on 
television probably represent in large part an incremental cost, above 
and beyond those costs which would have been occurred in the absence 
of television. Thus, in 1957 when General Motors spent $13 million 


% Advertising Age, August 25, 1958. 
37 Printers Ink, November 2, 1956, p. 27. 





























in- 


1eW 
» of 
‘om 
ork 
for 
an- 
ted 
the 
ers, 
ples 
the 
rege 
ars. 
the 
100, 
On- 
ling 
350, 
‘om 
sta- 
of 
rks 


eer 


3 on 
ove 
nee 
lion 


~ _ . sere peer ips ates pesos REPENS Ss ST 


SP 


ADMINISTERED PRICES—AUTOMOBILES 97 


on network television, it also spent $52 million on newspaper advertis- 
ing and $29 million on magazine advertising. Had television not 
existed it is difficult to conceive that General Motors would have 
increased its advertising expenditures in the other media by $13 
million, or any sizable portion thereof.* 

Increased cost of older media.—As part of the general price inflation in 
recent vears the cost of advertising through older media, such as 
magazines, newspapers, radio networks, etc., has also moved upward. 
In 1952 the cost of a full-page black-and-white advertisement in the 
Saturday Evening Post was $13,710.% By 1958 the cost has risen to 
$23,475. During the same period the cost of a similar type of 
advertisement in Life magazine rose from $19,200 to $26,275. A full- 
page black-and-white advertisement could be obteined in the Ladies’ 
Home Journal in 1952 for $13,510; 6 years later the cost had risen to 
$20,800. Even such a publication as the New Yorker was not immune 
from the general inflationary trend of the times, the cost of a full-page 
blac ‘k-and- -white advertisement rising from $2,225 to $3,000. All told 
the sggregate cost of a full-page black-end-white advertisement in 
these 4 publications rose from a total of $48,645 in 1952 to $73,550 in 
1958. The most expensive page in magazine advertising is the back 
cover in color. In 1952 the back cover of the § Saturday Evening Post 
in a 4-color print cost $26,325; 6 years later the cost had mounted to 
$45,800. The aggregate cost for this type of advertisement in the 
Saturday Evening Post, Life, the Ladies’ Home Journal and the New 
Yorker, combined, rose from mere in 1952 to $139,825 in 1958. 
Similerly, the aggregate cost of a 4-color full-page advertisement 
inside the magazine for these four pial ations mounted from $71,020 
in 1952 to $113,800 in 1958 (but including a 5-color print for the 
latter year in the Ladies’ Home Journal end the Saturday Evening 
Post). All told, the cost to the automobile companies of taking for 
one issue alone a full-page black and white, a full-page color and a 
back cover in color advertisement in these 4 publications would have 
incre*sed some 55 percent, climbing from $211,190 in 1952 to $327,175 
in 1958. 

While less pronounced, the cost of newspaper advertisements has 
also increased. In 1952 the cost of advertising in the Sunday edition 
of the New York Times was $1.99 per line for advertisers who during 
a 1-year period used 50,000 lines, which is the equivalent of about 20 
full-page advertisements; by 1958 it had risen to $2.36. For the 
Chicago Tribune the increase for the same pe ‘riod was from $2.05 to 
$2.34; for the Los Angeles Times from $1.35 to $1.75; and for the 
Philadelphia Inquirer from $1.50 to $1.63. The cost to the automo- 
bile companies of placing 50,000 lines of advertisement in the Sunday 
issues of each of these 4 papers would have risen from $344,500 in 
1952 to $404,000, an increase of 17 percent. 

Broadening the appeal.—In recent years, the automobile manufac- 
turers have gone to considerable lengths to broaden the appeal of 
their respective makes to types of buyers who have not in the past 
been important elements in the car’s traditional market. Extensive 
38 General Motors’ 1957 outlay of $24 million in general magazines alone (exclusive of farm and business 
publications) was not far short of the combined total] of $26 million spent by General Electric, Procter & 
Gamble and General Foods, the 3 largest nonautomotive ad vertisers. With respect to national newspaper 
advertising, General Motors’ 1957 expenditures exceeded thy combined total of spending by. on five largest 
nonautomotive advertisers in this medium. See Advertisiug Age, August 25, 1958, pp. 48, 


Pi The media costs presented herein are from the ratebooks for 1952 and 1958 by Stands a Rate and Data 
rvice, Inc. 
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studies have been undertaken to determine the “product personality”’ 
of a car, that is, how people tend to regard it, what images it brings to 
mind, how it will help a buyer to express his own personality. Armed 
with this knowledge the personality of the car can be recast through 
advertising and design changes so as to appeal to new types of cus- 
tomers. This type of advertising, which rests upon psychological 
and sociological studies and concepts, is a far cry both in depth and 
expensiveness from the simple advertising of yesteryear which em- 
phasized the attributes of some technical or stylistic feature of the car. 

The major pioneering study in this area was done for the Chicago 
Tribune research division by Social Research, Inc., of Chicago, under 
the direction of Dr. Lloyd Warner. Based on a sample of persons in 
the metropolitan Chicago area, the survey employed new methods 
which have been developed for exploring motivation: depth inter- 
views, projective techniques, attitude and opinion studies. In examin- 
ing the findings, it should be noted that the study was conducted in 
1953 and that the images held by people of the different makes of 
cars may have changed considerably since that time. 

One group of cars was found to have an appeal that helped its 
buyers express conservatism: 

These help people express such ideas as dignity, reserve maturity. They 
appeal to people who want to tell the world that they are very responsible, serious 
in their work and family outlook. They emphasize practicality and depend- 
ability.“ 


Plymouth, Dodge, De Soto, and Packard were given as examples of 
cars which help people express this type of attitude. 


A second group consisted of cars which helped people express middle- 
of-the-road moderation: 

These people want to avoid being too conservative or too extreme. They 
don’t want to be conspicuous by being too reserved or too flashy. They want 
to keep up to date, being neither stodgy nor very advanced. They think about 
practicality and realism too, but give a more active interest to looks, to getting 
on the bandwagon." 

Cars cited as reflecting this attitude were Chevrolet, Pontiac, Buick, 
and Chrysler. 

A third group consisted of cars that expressed some showiness: 

They help people to express their interest in what’s new, to exhibit their 
modernity and individuality. They show an interest in some flashiness, more 
emphasis on appearance. ‘They are alert to change and experiment. Individ- 
ualism is highly stressed.* 

Cars cited as having this type of appeal were Ford, Mercury, Olds- 
mobile and Lincoln. 

Finally, there were the cars that were found to express unusual 
status or individual needs, principal among which is the Cadillac. 
In his recent book, Motivation in Advertising, Pierre Martineau, 
lirector of research and ‘keti f the Chicago Tribune, for whicl 
director of research and marketing of the Chicago Tribune, for which 
the survey was conducted, states: 

Cadillac has become the outstanding status car, with a very wonderful set of 
favorable attitudes haloed around it. It is considered the most luxurious, the 
finest engineered, and the most impressive car. It has been transformed in 
recent years from the high-society car to the symbol for the man of achievement, 
the realization of our American dream of business success. 

40 Automobiles: What They Mean to Americans, a study for the Chicago Tribune by Social Research 
Inc., p. 6. 


41 Tbid., p. 6. 
42 Tbid, p. 6. 
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Almost more than any other symbol, the Cadillac signifies the end of the 
rainbow for the man who has with his own two hands carved out his own road 
to financial achievement. Curiously, in many companies, the president drives 
another, less expensive car because he has had his position and money for a 
generation or so. He doesn’t have to convince the world. It is the sales manager 
or the New York State division manager who drives the Cadillac.® 

Surveys of the same type were conducted for the Ford Motor Co. 
by Columbia University’s bureau of applied social research prepara- 
tory to the launching of the Edsel. According to Martin Mayer: 

Generally speaking, the Columbia people dragged up much the same images 
that others—notably the Chicago Tribune research department—had been finding 
for the past few years; this unanimity of result is one of the few things that make 
this sort of research plausible. They found that Pontiac and Dodge, for example, 


were generally regarded as ‘‘workingmen’s” cars, dependable but in no way ex- 


citing; that Chevrolet was regarded as an older man’s solid vehicle and Ford as 
the brash young man’s choice, a fast but hard-riding car * * *. And they 
found that Oldsmobile had an almost ideal image: it was the choice of the adven- 
turous man in early middle age, an exciting car, an experimental car.“ 

The logical expectation would be that once an automobile maker 
had learned of the broad attitudes which exist toward his car he would 
alter his advertising, his design and perhaps the nature of the car itself 
to emphasize specific features that appeal to the specific interests of 
other types of buyers: ““The advertising is most effective when it is 
in terms of this product personality and when it is expanding it to 
make it more desirable to more different kinds of people.” * To some 
extent this cross-penetration of markets has been going on. The Ply- 
mouth, which according to the survey for the Chicago Tribune had 
been found to appeal to persons who wished to express conservatism, is 
transformed into an entirely new vehicle with the ‘“swept-wing”’ look 
and with the highest horsepower of any of the lower priced “makes. 
Going in the opposite direction Ford, which according to Martineau, 
‘* * * is intensely attractive to youngsters and sophisticates for its 
flair, its power, its speed”’ takes the lead in promoting a safety cam- 
paign and advertising the availability of safety features. Chevrolet 
on a small scale attempts to emulate its parent, General Motors itself, 
by more or less covering the waterfront—offering a different model 
for nearly every type of buyer. Not counting the Corvette there are 
available no fewer than 16 Chevrclet models—2 Impalas (a subdivision 
of the Bel Air), 4 Bel Airs, 2 Biscaynes, 3 Delrays, 2 Brookwoods, 
2 Yeomans, and 1 Nomad. The range of price for a Chevrolet is 
from $2,101 for a 2-door Delray sedan with a six-cylinder engine and 
no optional equipment to $4,759 for a 2-door Impala convertible with 
an eight-cylinder engine and a full range of optional equipment from 
2-tone paint and tinted glass to fuel injection and air-conditioning. 
It is interesting to note that the latter figure is only $25 less than the 
price of $4,784 ‘for a 2-door hardtop Cadillac coupe, series 62, equipped 
with automatic transmission, power steering, and power brakes. 

The opportunities to broaden the “product personality” of a car so 
that it will appeal to new groups of buyers with different and specific 
tastes of their own are almost infinite. As Martineau observes: 

Occasionally some penetrating mind calls attention to the fact that the American 
market, or any other market for that matter, is not composed of millions of people 


48 Pierre Martineau, Motivation in Advertising, McGraw Hill Book Co., 1957, p. 74. 

4 Martin Mayer, Madison Avenue, U. 8. A. Harper & Bros., 1958, p. 112. Mayer quotes one advertising 
official as discounting the innovative character of Oldsmobile: ‘‘When you ask people which car will be 
the first to have a big new advance, they almost all say ‘Oldsmobile’ * * *. It’s because Oldsmobile had 
the first hydramatic.”’ (P. 112.) 

4 Martineau, op. cit., p. 78. 
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exactly alike. Rather there exists a multitude of markets—different age groups, 
the two sexes, racial and religious groups, social classes, urban and rural distine- 
tions, income and occupational levels, geographic viewpoints, and probably many 
other factors generate different wants and different standards of taste.‘ 

Yet it is difficult to escape the conclusion that thus far these oppor- 
tunities to appeal to different types of buyers with “different wants 
and different standards of taste’ have largely been lost. They have 
been lost because apparently in the minds of those who establish car 
designs and formulate advertising policy, appeal to specific groups of 
buyers must be subordinated to a generalized appeal to a synthetic, 
homogeneous buyer whose prime, if not sole, interests are in show, 
bigness, power, speed, and snob appeal. W hat is more remarkable is 
that this same type of generalized appeal is being made not only by 
each of the producers but on behalf of each make of each producer, 
While this type of advertising undoubtedly does attract many buyers, 
there may be others for whom it holds no appeal whatever. In their 
frenetic efforts to attract the buyers whose interests are in display, 
show and power, the Big Three have neglected to appeal to those 
buyers who emphasize other values and would be attracted by an 
entirely different type of product personality. In this sense the auto 
makers have neglected their own market. 

Criticism of the current generalized appeal to unreal or even harmful 

values has come from within the ranks of the advertising industty 
itself. In an article entitled “Why Doesn’t Detroit Bring Out a 1958 
Marketing Philosophy?” Harold S. Barnes, marketing consultant 
and former president of the Bureau of Advertising, American News- 
paper Publishers Association, writes: 

wast year the ads bristled with coined-name exclusive features. Today the 
glitter of chrome is equalled only by the glitter of generalities. The claims seem 
to come off the same copywriter’s typewriter. 

Could you, for instance, tell the approximate price class—form any sharply 
etched brand image—of these three cars: 

*’There’s a special kind of glow that goes with owning a new ___-__~_- ae 
Behind the wheel, you feel like you're right where you belong. You know you're 
being looked at—and you couldn’t look better. 


“You're driving the car _ s causing the y year’ s biggest stir. The plain fact 
is that people like to look at .-...--------.’s. You can’t miss or mistake 
“But this car r brings you satisfaction that goes far beyond its beauty. It 
carries you serenely over the miles with a smoothness —_ could only come from a 


new kind of coil suspension—or ye ...’8 real air ride. It responds 
with a silken rush that tells you here’s something new in the way of V-8 power. 
“Scan this sparkling span ‘of light-hearted new beauty —- c _. for ’58: 


Nearly 18 feet of sheer excitement * * * captured in a tasteful new mobile 
look. There’s new magic in its motion, too, with the ‘big-economy-news’ rocket 
engine * * * and exclusive New-Matic Ride,! Ri ta .«-i.-- 8 true air sus 
pension. So come take a test ride at your dealer’s soon. See how 

for ’58 makes real driving pleasure the rule on any road!” 

“Tt’s like being very young again, and living to the hilt. It’s a sense of com- 
mand that’s pure and unspoiled. It’s power beyond compare. Performance 
beyond the call of duty. Precision unknown in American cars until now. It’s 
yd ee . and it’s waiting for you now. At your 
dealers.”’ 


The cars are, respectively, Chevrolet, Oldsmobile, and Buick. 


Do automobile advertisements talk in terms of the prospect’s daily needs and 
problems? With a few notable exceptions, the answer is negative. Apparently, 


4 Martineau, op. cit., p. 67. 
1 Optional at extra cost. 
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automobile advertising isn’t aimed at the consumer. Judging by what one sees 
and hears, the major objective of automobile advertising is to impress 
preferably, frighten—one’s fellow members at the Detroit Automobile Club.” 

Another critic of the effectiveness of modern automobile design and 
advertising is the noted semanticist, S. 1. Hayakawa, editor of ETC: 
A Review of General Semantics.“ It is one thing, according to 
Professor Hayakawa, to be aware of the fact that most people experi- 
ence feelings of insecurity and inadequacy from which they take refuge 
in compensatory dreams and fantasies; it is quite another thing for 
the automobile industry to limit its appeal to the design and advertis- 
ing of cars which purport to be the embodiment of these fantasies. 
The appeal to irrationality can be successful in the case of inexpensive 
items, as in the opportunity to identify oneself symbolically with a 
mountain climber, a skindiver or a major league baseball player, by 
switching from one cigarette brand to another. But, when it comes 
to the purchase of something as costly as an automobile, he holds 
that the majority of people are “reasonably well oriented to reality.’ 
While the average man may secretly dream of leading the field in a 
European road race, when he actually comes into the market to buy 
he looks for a car which will provide safe, economical transportation 
for himself and his family. It is, in short, Professor Hayakawa’s con- 
tention that current automobile advertising has failed to recognize that 
the average buyer may indulge in irrational dreams and at the same 
time be intensely practical in his actual buying, basing his major pur- 
chases at least on rational values which reflect his physical needs and 
income limitations: 

* * * What I objected to in the cars of 1957, and what I still object to in 1958, 
is the assumption apparently held by car-makers—an assumption revealed in the 
200-plus horsepower engines and the tail fins and the space ship platforms with 
which they have equipped the lowest-priced and most popular cars, the Ford, 


Plymouth, and Chevrolet—that the majority of the population is mentally ill. 
+ + * + * * 





What the motivation researchers failed to tell their clients (perhaps because they 
hadn’t thought of it themselves) is that only the psychotic and the gravely neurotic 
act out their irrationalities and their compensatory fantasies—and it is because 
they act them out that we classify them as mentally ill. The rest of us—the mildly 
neurotic and the mature, who together constitute the majority (among whom I 
make bold to include myself), are reasonably well oriented to reality. 

* * * * x ok * 


* * * Having learned through their ‘“depth’’ techniques that we all have our 
irrationalities (no great discovery at this date), they [the motivation researchers] 
fatuously conclude that we are equally governed by those irrationalities at all 
levels of consumer expenditure—although it doesn’t take a social science genius 
to point out that the more expensive an object is, the more its purchase compels the 
recognition of reality.’ 

Possible consequences of current automotive advertising— Whether the 
automobile industry wili ever begin to effectively exploit the findings 
of the sociological and psychological surveys and add to the basic 
appeal of their cars appeals to other specific segments of the car- 
buying public remains to be seen. In the meantime, however, the 
generalized appeal to display and power currently employed may have 





Harold 8, Barnes, “Why Doesn’t Detroit Bring Out a 1958 Model Marketing Philosophy?” Advertising 
Age, June 23, 1958, pp. 75, 76. 

48 Advertising Age, May 12, 1958, p. 111. 

 Jbid. (italic in original). That this line of argument is unacceptable to many, if not most, members of 
the advertising profession is suggested by the editorial note with which Advertising Age prefaces Professor 
Hayakawa’s article: ‘‘It is doubtful, however, that Professor Hayakawa and the numerous others who have 
suddenly discovered how sane the American consumer is, can prove their thesis by the past history of the 
automobile market,’’ 
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injurious consequences upon the automobile producers themselves, 
upon competition within the industry and upon the buying public. 

As to the first, the attempt to extend a car’s appeal may destroy its 
attractiveness to the buyers who have traditionally comprised its 
basic market. The ill-fated attempt by Packard to descend into the 
middle-price bracket is the most outstanding case in point. Mayer 
quotes a leading adman as follows: ‘“* * * Packard was one of the 
great quality cars. Then they began getting tough, going after the 
middle-priced market. What do you think they would give today 
to get back their old i image?” Cars in the traditional middle-pric e 
brackets, such as Buick, are faced with an analogous danger. Caught 
in a squeeze between rising prices, larger size, greater power, etc., of 
the low-priced makes and the more stable prices and quality features 
of the upper price lines, they can stress the closeness of their prices to 
those of the low-priced makes only at the risk of alienating their 
traditional buyers who regard themselves as purchasers of « car that 
is clearly and definitely more expensive than the low-price line. 

In trying to broaden a car’s market there is the danger that the 
new appeal may contradict or appear incongruous against the back- 
ground of the car’s traditional personality. Martineau cites the 
following case in point: “A certain car that was considered rather 
stodgy, unexciting, for the Casper Milquetoasts of this world, in one 
advertisement was portrayed arriving at Sun Valley. It was a ludi- 
crous situation to the people interviewed—being asked to believe that 
the mousey, ultra-reserved buyers of this car would even venture to 
a sophisticated, gay resort.’’*! There is the possibility that part of the 
extreme decline in sales suffered by Plymouth in 1958 may be due to 
a failure of the new swept-wing high-horsepower version to retain its 
appeal to persons who traditionally purchased it because of its con- 
servatism. 

The danger to competition is simply that in a competitive race in 
which each producer sells at about the same price, designs his cars in 
much the same way, and makes the same type of advertising appeal 
the victory will tend to go to the company with the greatest resources 
to spend on advertising and other forms of nonprice competition. 
Neither Ford nor Chry sler can hope to outspend General Motors on 
advertising. Yet their present emphasis on the same values of power, 
display, and size stressed by General Motors can only mean that their 
peculiar features which attracted large numbers of buyers in the 
past will gradually be lost sight of, while what they do stress lacks the 
appeal of novelty and uniqueness, and worse, is heard less often. The 
alternative approach in which appeals would be carefully tailored to 
the interests of specific elements of the car-buying populace, without 
at the same time jeopardizing the traditional market, would seem to 
offer at least some hope for arresting what otherwise would appear to 
be an inevitable further increase in the dominant position of General 
Motors. That this alternative is not without promise of success is 
indicated by the very favorable showing of American Motors which, 
as Mr. Romney made clear during the hearings, has consciously and 
deliberately followed this course of action. 

Finally, automotive advertising has reached such dimensions as to 
constitute a noticeable element in the total cost of a car. As has 


© Mayer, op. cit., p. 54. 
5! Martineau, op cit., p. 79. 








as 


ADMINISTERED PRICES—AUTOMOBILES 103 


been observed, no figures are available on the total passenger-car 
advertising expenditure by automobile companies. It would appear, 
however, that these expenditures are at least $75 per car at the manu- 
fac turing level.” By the time this amount is built into the wholesale 
price, subjected to the Federal excise tax and inflated by current 
distributor margins, it accounts for well over $100 of the retail price 
of the average car. This is not an insignificant cost which the buyer 
must assume for the dubious privilege of having the merits of the 
different makes thrust upon him. 

It is no longer true, as was formerly the case, that despite the large 
aggregate sums, advertising expenditures by the automobile com- 
panies, when translated into per-car figures, are so small as to have no 
possible effect on prices or demand. As will be brought out in the 
chapter on demand, a $100 increase on a $2,000 car would tend to 
reduce annual sales by several hundred thousand cars. The effect 
on consumer demand will of course be even greater if advertising 
expenditures continue to rise. Certainly, there are no signs of a 
decrease in the costs of advertising—in TV, magazines, newspapers, 
or any other media. And even a recession may not halt the upward 
trend of expenditures since in an economic downswing advertising is 
perhaps the only significant cost element which businessmen consider 
increasing as a matter of deliberate choice. The prospects therefore 
are for a continuation of the increase in advertising expenditures per 
car; the probabilities are that such a continuation would have a 
definitely adverse effect on the overall! level of automobile sales. 

8 Advertising Age (August 25, 1958) reports the following 1957 expenditures in both measured and un- 
measured media: General Motors, $144.5 million, Ford, $103.5 million, Chrysler, $72.3 million, American 
Motors, $10 million, and Studebaker-Packard, $8.1 million. On the basis of the percentage spent by each 
company for passenger-car advertising compared to its total outlays in measured media alone, it appears 
that $292 million was spent for passenger-car advertising in 1957. Assuming that this level of spending has 
not risen in 1958, it averages approximately $70 a car at the estimated 1958 output of 4.2 million cars. But 
this understates the true cost per car since, as shown above, it makes no allowance for such expenses as the 


talent and production costs in television or the costs of advertising departments within the individual 
automobile companies. 
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PART III 
COSTS, DEMAND, AND PRICE POLICY 


CHAPTER 5. Costs 





In the automobile industry price is arrived at by General Motors 
as the sum of costs plus profit, while total unit costs themselves are 
determined in considerable part by price. The interaction of costs on 
price and vice versa stems from the combination of the method of 
price setting followed by General Motors with the effect of price- 
induced changes in output on the industry’s sizable overhead costs. 
This chapter discusses both factors— GM’s method of arriving at its 
price as the sum of its costs (including profit) at a projected output 
and the size and variation of overhead costs with output. 


General Motors’ ‘‘target’’ profit rate 


The method employed by General Motors for setting its auto- 
mobile prices is basically that of a public utility. Unit costs are 
projected on the basis of forecast volume by an elaborate statistical 
procedure; these become the instrument for the fixing of prices. 
But a distinction should be noted. The public utility is a regulated 
monopoly; its cost formulations and pricing practices are subject to 
governmental supervision for the protection of the public. General 

Motors possesses much of the economic power of a public utility, but 
it is free from governmental oversight. The utility is limited in its 
pricing policy to the recovery of its costs and a fair return on its 
capita m | General Motors is free to secure the maximum attainable 
return. 

An acceptable theory of pricing must be to gain over a protracted period of 
time a margin of profit which represents the highest attainable return commensur- 
ate with capital turnover and the enjoyment of wholesome expansion, with ade- 
quate regard to the economic consequences of fluctuating volume. Thus the 
profit margin, translated into its salient characteristic rate of return on capital 
employed, is the logical yardstick by which to gage the price of a commodity 
with regard to collateral circumstances affecting supply and demand.! 

The statement above was made in 1924 by Mr. Donaldson Brown, 
General Motors’ vice president in charge of finance. It is the basic 
concept which underlies the entire system of price formulation devel- 
oped by Mr. Brown and Mr. Albert Bradley in the early 1920’s. 
More than three decades of highly successful operation in terms of 
this concept have served to convince General Motors’ management of 
its validity. As Mr. Bradley informed the subcommittee in 1955, 
“The principles we established at that time still govern.” 2 

The rate of return, after allowing for income taxes, which General 
Motors seeks over the years through its pricing formula has been 
variously stated by company officials to be “15 percent’”’ or “20 per- 

1 Donaldson Brown, Pricing Policy in Relation to Financial Control, Management and Administration, 
vol. 7, No. 2, February 1924, p. 197, 
? Hearings 1955, pt. 7, p, 3583, 
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cent.” The discrepancies that exist in published statements on this 
point appear to reflect only differences in the bases upon which the 
return is calculated. The base most generally used by General Motors 
is “capital employed in the business.” Mr. ‘Bradley assured the sub- 
committee in 1955 that ‘‘capital employed” is synonymous with net 
worth. In 1958, on the other hand, Mr. Curtice implied that there 
is a difference: 

Senator Kerauver. Do you mind telling us anything about [your objective]? 

Mr. Curtice. That would be in the area of 15 percent. 

Senator Karauver. 15 percent on what? 

Mr. Curtice. After taxes, return on the capital. 

Senator Kmravuver. 15 percent after taxes on your net worth? 

Mr. Curticr. On the capital employed in the business.‘ 


In the early Donaldson Brown articles, referred to above, “capital 
employed” is a much broader concept than net worth, embracing 
items which include most of the company’s assets. The rate of 
return on manufacturing investment, which Mr. Brown used to derive 
the profit component of price, was based upon gross working capital 
(cash, receivables, and inventories) and net fixed assets (real estate, 
plant, and equipment).’ The total of these items (including short- 
term Government securities with cash) reported by General Motors 
at the end of 1957 amounted to $6.1 billion, compared to a net worth 
of $4.9 billion. If the investments in unconsolidated subsidiaries and 
miscellaneous investments, the income from which is included in the 
company’s consolidated reports, are added to the previous figure, an 
asset base of $6.6 billion in 1957 appears. 

It is clear that a level of profit sufficient to yield an annual return 
of 15 percent on an asset base such as that shown above will provide a 
return closely approximating 20 percent on net worth. This suggests 
that General Motors arrives at its prices by adding to total costs a 
margin sufficient to cover estimated income taxes and leave a 15 per- 
cent net return on capital employed, in the expectation that this will 
yield in the neighborhood of 20 percent a year, on the average, on net 
worth. 

Regardless of the base upon which the rate of return is computed, 
General Motors’ net income can hardly be considered a residual from 
sales which remains after costs and taxes have been met, as would be 
the base in a competitive market. A margin designed to provide a 
predetermined net return on capital is embodied in the prices at which 
the company sells its products. Mr. Bradley was questioned about 
this in 1955: 

Mr. Burns. Does not the rate of return on investment enter into the delibera- 
tions on pricing with respect to all of the products of the corporation? 

Mr. Brapuey. That is true; all of the principai products; yes.® 
In short, realized profit is a residual only to the extent that actual 
costs and sales differ from the forecast levels used to establish prices. 

* Hearings, p. 2524. 

5 The subcommittee files contain a copy of an address by Mr. R. C. Mark, comptroller of Genera] Motors, 
entitled “Internal Financial Reporting of Ge ners 11 Motors.” No date is given, but the examples used 
indicate that the talk was presented in late 1952. As one of his examples, Mr. Mark showed the rate of 
return report of a hypothetical manufacturing div ision (chart No. 7). The investment base upon which 
the profit rate was computed was that described by Brown in 1924—gross working capital and net fixed 


assets. 
6 Hearings, 1955, pt. 7, p. 3607. 
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The standard volumefconcept 


It should be noted that Donaldson Brown’s “highest attainable 
rate of return” on capital is a long-run objective of General Motors. 
The company does not necessarily try to maximize its return in any 
given year, but rather over a period of years which may be character- 
ized by wide fluctuations in output. It is in this context that the 
concept “standard volume,’ developed by Messrs. Brown and Brad- 
ley, becomes important. 

“Mr. Curtice has said: 

Standard volume may be defined as the estimated rate of operations which repre- 

sents the normal or average and annual utilization of a capacity that must be 
large enough to meet the cyclical and seasonal peaks which are characteristic of 
the automobile industry.” 
The standard volume suggested by Donaldson Brown some 35 years 
ago, and that used today by General Motors, is 80 percent of rated 
plant capacity. Mr. Bradley provided an explicit formulation of the 
concept in the 1955 hearings: 

We endeavor in planning for capacity to—we take the number of days there are 
in the year, and then take out the Sundays and holidays, and then we take out 
the minimum number of days * * * to turn around—I mean to bring out new 
models. 

From that, we find there are 225, taking out all the Sundays, holidays, and 
Saturdays, and 15 full days, or 30 half days, for turning around, giving 225 days 
which we would like to run the plants year in and year out. 

But we don’t use 225, we use 80 percent of that as a standard volume, because 
ours is a business that you might call cyclical * * *. So, to allow for that 
cyclical factor and other conditions beyond our control, we take 80 percent of 
that 225 days * * *. So that gives us 180 days. And that, multiplied by our 
daily capacity, gives us a standard volume, which we work up by divisions, and 
which we hope to average.® 

Standard volume is important, as Mr. Bradley indicated, in long- 
range planning of the physical capacity required to meet future antici- 
pated demand for the company’s many products. It is important in 
long-range financial planning since capital investment decisions are 
made primarily upon the basis of the expected return at standard 
volume. Finally,. standard volume plays a key role in General 
Motors’ basic pric!ng policy. 

r \ ~) . 

The relationship between General Motors’ automotive standard 
volume and actual unit sales of passenger cars and trucks is shown in 
table 1 for the years 1950-57. It should be noted that the rise in 
standard volume during this period, roughly 1.2 million units, reflects 
a much greater increase in capacity. ‘The company’s own conserva- 
tive estimates of “rated capacity” (125 percent of standard volume) 
have gone up from 2.8 million to 4.3 million vehicles a year. The fact 
that the annual operating rate exceeded rated capacity by substantial 
margins in 5 of the 8 years shown indicates that the practical capacity 
of General Motors has risen even more. 


Hearings, p. 2519. 
8 Hearings, 1955, pt. 7, p. 3584. 
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TABLE 16.—General Motors Corp. comparison between standard volume and factory 
unit sales, 1950-57 (cars and trucks, United States and Canada) 


Percent of 
Standard | Factory unit 
volume sales 


50, 000 

, 000 

, 275, 000 
2, 300, 000 
2, 660, 000 
3, 000, 000 


3, 000, 000 , 693, 
ee) 3, 418, | 


’ 


2, 250, 
2, 275 
2, 27 


Sources: Standard volume data supplied by Henry M. Hog: an, General eset by letter to J. M. Blair 
dated Apr. 30, 1958; Factory Unit Sales from General Motors’ 1957 Annual Re port, p. 50. 


The subcommittee was interested in the precise manner by which 
General Motors arrives at its prices. Mr. Curtice explained that 
“they are established by a very small group of us within the General 
Motors Corp.’’—a price policy committee composed of himself, Mr. 
Frederic G. Donner, executive vice president and chairman of the 
financial policy committee, Mr. L. C. Goad, executive vice president 
in charge of automotive and parts divisions, and Mr. George Russell, 
vice president in charge of the financial staff.’ 

The manufacturing analyses upon which prices are based appear 
to be formulated in terms of standard volume. Direct labor and 
material costs per vehicle can be readily estimated on the Lasis of 
expected wage rates and supply prices. Unit overhead costs, dis- 
cussed in detail below, will depend upon the physical volume of sales 
actually achieved after price schedules have been established. This 
uncertainty over unit overhead costs is eliminated in the price setting 
process by the use of standard volume. As Mr. Curtice explained to 
the subcommittee: 

How do we make use of the standard volume concept? First, labor and mate- 
rial costs that are directly applicable to each unit produced are calcu.ated on the 
basis of current wage rates and material prices. Indirect or overhead costs are 
then determined on a cost per unit basis by distributing them over the deter- 
mined standard volume. Fixed unit costs so measured are not affected by short- 
term fluctuations in volume * * *, This method of estimating unit costs on the 
basis of standard volume gives us a benchmark against which to evaluate our 
cost-price relationship.’ 

Having arrived at standard costs for an automobile in this manner 
it is only necessary to add a margin over factory cost which will return 
the desired level of profit at standard volume in order to get what may 
be called a standard price for the automobile. This provides Mr. 
Curtice’s benchmark to which the actual price and cost may be com- 
pared. 

The general manager of each automotive division prepares a tenta- 
tive schedule of prices for each car or truck in his line. ‘This is done in 
the light of his knowledge of his divisional costs, productivity, pro- 
jected volume and the return which the corporation expects on the 
capital for which he is responsible.'' The suggested prices may vary 
from the standard prices on each model because of market conditions, 
the desirability of pricing certain models to compete;with comparable 
models of other producers, and so forth, but the manager must always 

° Hearings, pp. 2515-2516. 


10 Hearings, pp. 2519-2520. 
11 See hearings, 1955, pt. 7, pp. 3605-3609. 
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bear in mind his ultimate responsibility for divisional profits. As Mr. 
Curtice said in 1955, “He is there to earn a fair return on the invest- 
ment that represents his franchise.” ” 

The tentative divisional price schedules are forwarded to the top 
level price policy committee. Final authority for accepting the pro- 
posed prices or modifying them rests with the four members of this 
committee. Since Mr. Goad is a member of the companywide opera- 
tions policy committee and the other three members of the group serve 
on both the operations policy and the financial policy committees, the 
ability of the price policy committee itself to administer General 
Motors’ prices in conformity to the overall goals of the corporation is 
assured. 

The results of standard volume pricing 

The use of the standard volume approach to the formulation of 
automobile prices helps to explain the trends of General Motors’ prices 
and profits in recent years. The broad objective of the company’s 
pricing policy may be repeated: prices on the average must be such 
that at the standard volume of production direct costs and all fixed 
costs will be covered and profits will be earned in sufficient amount to 
provide a return of 20 percent, after taxes, on net worth or 15 percent 
on capital employed. 

Rate of return.—One way to evaluate the success of standard volume 
pricing is to examine the rates of return actually achieved over the 
years. Data on average stockholders’ investment, profits (after 
income taxes) and annual rates of return have been supplied to the 
subcommittee by the Federal Trade Commission. The rates of return 
for the years 1929-40 and 1947-57 are shown in chart V. The figures 
underlying the chart have been reproduced in appendix B. 


CuHaRT V 


GENERAL MOTORS CORPORATION 
RATE OF RETURN ON STOCKHOLDERS’ INVESTMENT, AFTER TAXES 
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The rates of return earned by General Motors over the years bear 
eloquent witness to the effectiveness of the company’s pricing policy. 
Although several of the years pictured were years of depression, when 
many firms showed substantial losses, General Motors made positive 
profits in all of them. In the past ten years, 1948-57, the company’s 
average annual return, after taxes, on its stockholders’ investment 
has been an impressive 25 percent.” In the worst of these years, 
1957, the rate of return on average stockholders’ investment was over 
17 percent, a figure which any public utility would regard with some 
awe. At the other extreme, the company was able to earn a return 
of 37.5 percent in 1950, an exceptionally good year. 

The after-tax earnings of General Motors show that the firm’s 
pricing policy has been fully capable of compensating for the rise in 
income tax rates over the years. The rates of return in 1929 and in 
1950 after taxes were comparable—36.2 and 37.5 percent, respectively. 
The 1929 rate was achieved with a before-tax earnings rate of 38.5 
percent on average stockholders’ investment.“ In 1950, on the other 
hand, the company had to make a profit equal to 77.4 percent of its 
average stockholders’ investment in order to earn 37.5 percent after 
taxes. 

The American Institute of Management had this to say about 
General Motors’ operating profit (net sales less cost of sales, selling 
and administrative expense and depreciation): 

The astonishing fact emerges * * * that, from 1949 through 1955, the average 
rate of operating profit in proportion to total assets employed, including debt, has 
exceeded 40 percent per annum. The operating profit on net stock and surplus, 
defined to include minority interest and special reserves, has exceeded 55 percent 
per annum in the average of these years. It has averaged 140 percent of the 
average net plant account in these same years! 

This is optimum utilization of capital and equipment in the fullest sense of 
the phrase.'® 


The institute pointed out that at the 1955 rate of profit, General 
Motors’ net earnings (after interest and inceime taxes) were sufficient 
to recoup the company’s entire net plant investment in 2 years. This 
was not simply the result of an exceptionally high rate of activity in 
1955: “It is, in fact, a continuing characteristic of the enterprise, 
being equaled or bettered in 12 of the preceding 20 years.” With 
respect to General Motors’ performance over the years, the American 
Institute of Management could only marvel that “the rate of return 
is phenomenal.”’ 

The attitude of General Motors’ management toward the profit- 
ability of its operations—characterized by the American Institute 
of Management as ‘“‘fabulous’’—is one of quiet satisfaction in a job 
well done. The following exchange occurred between the chairman 


7 

18 The 25 percent shown Its a simple average of the company’s annual rate of return on stockholders’ aver 
age investment in each of the 10 years. If the annual rates are weighted by the stockholders’ investment 
in each year, the average rate is slightly lower, 23.9 percent. In view of General Motors’ policy of pricing 
each year’s output to secure a given rate of return on that year’s investment, the former seems more appro- 
priate for the purpose of determining the extent to which General Motors has been successful in meeting 
its goal. 

4 Federal Trade Commission, Report on the Motor Vehicle Industry, 1939, p. 487. 

16 The average return, after taxes, of 25 percent referred to above came as the result of an average return 
of 52 percent a year before taxes from 1948 to 1957. 

16 = Institute of Management, The Corporate Director, July 1956, p. 5. 

7 Tbid., p. 3. 
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of the subcommittee and the president of General Motors on January 
30, 1958: 

Senator Kerauver. So for all these years since 1940, excluding the war years, 
you have been over 15 percent and sometimes double 15 percent every year. 
What do you think about that? 

Mr. Curticer. I think it is good. L 

Senator Kerauver. I would say it is pretty good, too. We are all agreed on 
that. Do you not think it is too high, Mr. Curtice? 

* * * + * * * 


Mr. Curticr. No, I do not.'8 

The record compiled by General Motors is all the more impressive in 
comparison with that of the next largest producer in the industry. 
Senator O’Mahoney, referring to Mr. Curtice’s statement that General 
Motors expects to earn 15 percent on capital employed, asked Dr. 
Theodore O. Yntema, representing the Ford Motor Co., whether Ford 
had a similar objective. Dr. Yntema replied, “We are not in the 
fortunate .position—we would like to do better than we are 
ae 7% 

Chart VI, which pictures Ford’s return after taxes on stockholders’ 
investment for the years 1929-37 and 1947-57, lends some support to 
Dr. Yntema’s response.” During the deeply depressed years 1931-33, 
General Motors not only avoided losses but averaged a respectable 
rate of return; Ford experienced heavy losses in all 3 years. Ford’s 
average annual return in the 3 years of recovery, 1935-37, was only 
one-tenth that of General Motors (2.6 percent compared to General 
Motors’ average of 26 percent). 


CHarT VI 


FORD MOTOR COMPANY 
RATE OF RETURN ON STOCKHOLDERS’ INVESTMENT, AFTER TAXES 
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18 Hearings, p. 2525. 
19 Tbid., p. 2683. 
20 Federal Trade Commission data on which the chart is based will be found in appendix B. 
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Ford’s rate of return has shown a marked improvement in the years 
since World War II, but it has remained consistently below that of 
General Motors. As stated above, General Motors annual return 
after taxes on oe stockholders’ investment fluctuated between 
17 percent and 37.5 percent during the years 1948-57. In the same 
period, the range of Ford’s annual rate of return has been from 9.1 
percent to 24.3 ; percent. 

Dr. Yntema has indicated that the Ford management is keenly sen- 

sitive to the differences in earning power between the two companies. 
He explained to the subcommittee that 
Only General Motors is making adequate profits in relation to the risks incurred 
to qualify as a successful, going concern. We at Ford must raise profits by some 
50 percent to qualify. 
Dr. Yntema shows a becoming modesty with respect to the achieve- 
ments of Ford’s executive group when he suggests that Ford may 
not yet be considered a going concern. While his ¢ ompany’s earnings 
have been less spectacular than those of General Motors, they are 
nevertheless impressive when compared with the earnings of most 
manufacturing corporations. The Ford Motor Co.’s average annual 
return, after taxes, on stockholders’ investment exceeded 16 percent 
over the years 1954 through 1957.” The comparable average rate 
of return for all United States manufacturing corporations in the 
same period was only 11 percent, according to the Federal Trade 
Commission.” In view of Ford’s ability to maintain a profit rate 
which is half again as great as that in all American manufacturing 
activity, it would not appear that Dr. Yntema need offer any apologies 
concerning Ford’s financial performance. 

Breakeven points.—In addition to its influence on General Motors’ 
rate of return and unit profits, the efficacy of the standard volume 
approach to pricing may be seen in the company’s ability to avoid 
any losses such as those which have plagued every other firm in the 
industry from time to time. The subcommittee counsel pointed out 
during the 1955 hearings that the last year in which General Motors 
ac ‘tually suffered a loss was in 1921. Mr. Bradley hastened to explain 
that the loss in 1921 had nothing to do with the company’s pricing 
policy, in the sense that operating costs exceeded sales. ‘‘What 
threw us in the red was that we liquidated the Samson Tractor out- 
fit * * * and there were big inventory writeoffs.” * Mr. Bradley 
did state that it is possible for General Motors to experience operating 
losses: 

We could suffer a loss in a given year if the volume dropped. We just about 
broke even by the skin of our teeth in 1932 when our volume dropped from 
2 million to 500,000 cars. And you can’t raise prices. I mean it would be 
still worse.” 

It must be admitted, however, that any policy which could stand the 
strain of a 75-percent reduction in sales minimizes the possibility of 
such losses. 

Mr. Fred V. Gardner, of Milwaukee, Wis., has prepared a breakeven 
chart of General Motors’ operations, for the subcommittee.2 Mr. 

*1 Hearings, p. 2745. 

2 See appendix B. 

23 Based on annual summary figures released by the Federal Trade Commission in connection with its 
quarterly reports on all United States manufacturing corporations, except newspapers. 

*% Hearings, 1955, p. 3596. 


25 Tdem. 
% The following material is based upon Mr. Gardner’s report to the subcommittee, dated May 27, 1958. 
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Gardner is a prominent management consultant, widely respected as 
one of the Nation’s leading authorities in this type of analysis. His 
method is based upon careful study and evaluation of the historical 
relationship between costs (divided into standby, or fixed, and variable 
costs) and sales of the company being analyzed.” 

Mr. Gardner’s chart for General Motors is r reproduced here as chart 
VII. His data indicate that the company’s break-even point, using 
1956 depreciation expense, occurred at $5.2 billion, or 48.3 percent of 
1956 sales. In other words, when sales reached $5.2 billion, General 
Motors was recovering all of its standby costs as well as variable 
costs. Beyond this level the company picked up $31.60 in profit for 
each additional $100 of sales, after meeting the additional variable 
costs. 

It should be noted that 48.3 percent of 1956 sales represents con- 
siderably less than that percentage of capacity. The break-even 
point shown, for example, occurs at only 41.8 percent of 1955 sales. 
It is true that 1957 and 1958 increases in depreciation and other 
standbt costs have put some upward pressure on General Motors’ 
break-even level of sales. On the other hand, price increases since 
1956 have at least offset this upward pressure. ‘Thus it seems reason- 
able to assume, in the light of Mr. Gardner’s analysis, that the com- 
pany’s present break-even point lies within the area of 40 to 45 percent 
of practical capacity. 

In contrast to General Motors’ enviable break-even position, Mr. 
Gardner estimates that Ford’s break-even point is at 64.7 percent of 
1956 sales, and Chrysler’s at 87.4 percent, while American Motors 
must maintain sales at 115.9 percent of its 1956 level in order to avoid 
losses. His comparison of the relative break-even points of all four 
firms is presented in chart VIII. This ranking does much to explain 
General Motors’ ability to pursue a pricing policy formulated in 
terms of the company’s own long-range financial objectives without 
fear that competition will force any serious revisions in these goals. 

Standard volume and price rigidity—It is clear that the use of 
standard volume as the basis of prorating expected costs and the 
desired aggregate profit in order to establish prices adds a considerable 
element of rigidity to these prices. In the 1955 hearings of this 
subcommittee, Mr. Curtice emphasized General Motors’ low pricing 
policy. The subcommittee counsel, Mr. Burns, suggested that in 
view of the very high rate of return in 1955, some of the gains from 
that year’s exceptionally large volume might well have been passed 
on to consumers in the form of lower prices. Mr. Curtice’s answer, 
(italic added) is instructive: “(Our prices) are as low as they can 
be and still produce the indicated return on the net worth at the standard 
volume.” ** In short, even when output is 50 percent greater than 
standard volume, prices are still determined by management’s estimate 
of what costs and profit margins would be at standard volume. 

If prices cannot be reduced when output exceeds standard volume, 
it is even less likely that they will fall when output drops below 
standard volume, since this would involve a retreat from the com- 
pany’s long-range financial objective. At best, automobile buyers 
could hope that General Motors would keep prices stable in the face 

2 For a full description of Mr. Gardner’s techniques, see his book Profit Management and Control, 


McGraw-Hill, 1955, 
2 Hearings, 1955, p. 3699, 
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of operations which were significantly below the level of standard 
volume. The alternative, a reduction of standard volume itself with 
overhead expense prorated over a smaller number of units for purposes 
of price formulation, could result in price increases.” 


Overhead costs and automobile prices 


The methods by which General Motors formulates its prices 
have been described above. Car prices are built up on the basis 
of direct labor, material, and overhead costs per unit, at a standard 
volume, with an allowance for unit profits which will yield a pre- 
determine d rate of return, after taxes, on invested capital. Thus it is 
correct to say, as industry spokesmen have said for many years, that 

“standard costs” determine prices in any given model year. 

On the other hand, it may also be said that prices help to de- 
termine realized, or actual, unit costs (which may be either above or 
below standard costs). As will be shown in the next chapter, con- 
sumer demand for new automobiles is elastic; i. e., any given per- 
centage change in price will create a greater percentage change in the 
physical volume of sales. This means, simply, that the pricing policies 
followed by the industry are a potent force in establishing the level of 
automobile sales. The number of cars sold in any year, as distinct 
from the industry’s standard volume, will determine the actual over- 
head cost per unit. In brief, when overhead costs are significant and 
demand is elastic, price, by virtue of its influence on sales volume, will 
also have an important effect on unit costs. 

The decline in 1958 automobile sales which is indicated by output 
reports for the first half of the year may be expected to raise average 
overhead costs per car throughout the industry by at least $250. 
This far outweighs any other cost increases per car exhibited by 
industry witnesses to the subcommittee. General Motors, for 
example, submitted an estimate that its average 1958 model w ill cost 
$125 more than the average 1957 car.*° The figure, which includes 
increases in labor, material, and all oe unit costs, was predicated 
upon operations at standard volume. Although data presented during 
the hearings indicate the General Motors estimate to be a generous 
one, it is only half as large as the increase in unit cost which the in- 
dustry may expect in 1958 solely as the result of the current reduction 
in output. 

Nature of overhead costs.—Overhead, or “fixed’’ costs play an 
important role in the automobile industry primarily because the total 
amount of these costs does not vary with the level of production.* 
Mr. Curtice gave a clear and succinct explanation of overhead to the 
subcommittee: 

In addition to direct costs of labor, material, and services, the manufacturer 
must give consideration to his overhead costs, a large portion of which are fixed. 

These so-called fixed costs include supervision, maintenance expenses, and 
depreciation; tooling, styling, and engineering costs; administration expenses 
and insurance and local taxes. 


22 Although company witnesses have testified that standard volume is always maintained at 80 percent 
of rated capacity, it appears that standard volume was sharply reduced in 1934, in the face of continued 
depression. See Homer B. Vanderblue, Pricing Policies in the Automobile Industry, Harvard Business 
Review, summer 1939. Vanderblue shows the percentage of standard volume realized in each of the years 
1926-38 (chart V). Comparison of his figures with annual factory unit sales, reported in Moody’s Industrial 
Manual, indicates that 1929’s standard volume of approximately 1.8 million units was maintained through 
1933, while standard volume for 1934 and 1935 was reduced to about 1.3 million units. 

8° Hearings, p. 2479, GM chart 2. 

31 For a full discussion of the nature and importance 0: overhead costs, see J. M. Clark’s classical work, 
The Economics of Overhead Cost, University of Chicago Press, 1923. 
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The total amount of such fixed costs is relatively constant whether the volume 
be 500,000 or 1 million units. This means that on a unit basis, overhead costs 
vary inversely with volume.*? 

A simple example may provide an illustration: Picture a business 
which invests $40 million in a new plant which has a useful life of 40 
years. Depreciation on the building may be charged at a rate of $1 
million a year, regardless of whether the plant operates at maximum 
capacity or stands idle. The building and its equipment will also 

require some maintenance, even if the facilities are not used at all. In 

general, maintenance and repair expenses will vary somewhat with the 
degree of utilization of capacity, but never is there a directly pro- 
portional relationship. Thus, General Motors’ expenses for mainte- 
nance and re pairs (apart from amortization of spec ‘ial tools), as 
reported to the Securities and Exchange Commission, were only 10 
percent lower in 1957 than in 1955, despite the fact that automotive 
volume was 40 percent higher in the earlier year. 

In like manner, property taxes, interest on borrowed capital, and 
other similar charges against income must be met from year to year 
regardless of output volume. 

Another type of overhead costs, sometimes called fixed optional 
outlays, may vary from one production period to another. Execu- 
tive salaries may be raised or lowered from one year to the next. The 
size of the clerical and supervisory force may vary over time. Ad- 

vertising budgets may be periodically adjusted in the light of business 
conditions. But within any given production period, of say & year, 
these expenses are usually fixed. Once such committments have been 
made, the business firm can only hope that they will be justified by 
sales volume. 

Whereas total expenditures for direct labor and materials vary with 

output, but remain relatively stable per unit of output, overhead 
expense remains relatively fixed, and as a result, the share of this 
overhead which must be carried by each unit of the product will 
depend upon the number of units manufactured. As Mr. Curtice 
stated 
The higher the volume, the lower the percentage of fixed costs that must be borne 
by each unit. The lower the volume, the higher the percentage that each unit 
must bear. 
In an industry such as automobile manufacturing, overhead accounts 
for a large part of total production costs. Thus the volume of auto- 
mobile output is vitally important in the determination of unit costs 
and in pricing decisions. 

Total overhead costs in automobile manufacturing.—The automobile 
manufacturers have been unwilling to provide more than fragmentary 
information on production costs to the subcommittee. The im- 
portance of such information to the present investigation, however, 
requires that some attempt be made to estimate total and unit 
overhead costs in the industry. General Motors has been selected as 
the basis for this estimate, because of the firm’s position in the in- 
dustry and the data which are available to the subcommittee. 

Overhead costs incurred by General Motors in 1957 may be esti- 
mated from the consolidated reports made by the corporation to the 
Securities and Exchange Commission. According to additional in- 


82 Tbid., p. 2519. 
%3 Tdem, 
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formation supplied to the subcommittee, General Motors sold 3.24 
million United States-built passenger cars and trucks in 1957; total 
costs allocable to this output amounted to $6.15 billion, or 65.2 percent 
of the consolidated costs and expenses ($9.44 billion, excluding income 
taxes) shown in the company’s annual report to its stockholders.* 
Overhead costs in automotive production have been estimated by 
multiplying those costs reported to the SEC by 65.2 percent, or the 
ratio of automobile and truck costs to total costs.* 

The resulting estimate for General Motors is shown in table 17. On 
the basis of this estimate, it appears that General Motors overhead 
expense for United States car and truck production amounted to 
$1.8 billion in 1957. Division of this figure by the 3.24 million vehicles 
sold during the year yields a unit overhead cost in excess of $550. It 
is believed that this is a conservative estimate of unit overhead in 
1957.*° 


TABLE 17.—General Motors, overhead costs, 1957 


[Millions of dollars] 


Consolidated | Automotive 





| 
! 
| reports | production 
| | (estimated) 
—_ — — —— | ———— 
Amortization of special commercial tools..................-..---------------- 427.3 | 384. 6 
Maintenance, repair, and rearrangement. ._..............--....-----------.- | 524.8 | 342.2 
SO UENENONE BENE) WIREINNNINN So ioi cc ccedent cw ccceusunecucnscceceudscceseaud 414.2 | 270.1 
Raereud enG: GIROGOINE 5 ooo 5 bins sckbiccceci notte fakaingont enh pepe 8.7 | 5.7 
I a id tae i elas es Miata a 0 acinar pennies nadie bane aaa 16. 5 | 10.7 
State and local property taxes, and Federal social-security tax__............- | 185.2 | 120.7 
Selling, general, and administrative expemse.__.............-. cients aan 563. 2 | 367.2 
Factory clerical and supervisory expense. --...............-.---------.-.---- Fstiencaainceal 300.0 
| 
WEE sccwcsdacegiicestatmncedtdedbeswducmpiinunidenehninkianieadaiaiaie lcedanitteamados | 1, 801.2 


Source: General Motors’ Annual Report to the Securities and Exchange Commission for 1957. 


The estimates above are based upon data which include both passen- 
ger car and truck production. In 1957 roughly 13 percent of General 
Motors’ United States production of automotive vehicles consisted 
of trucks (2.8 million passenger cars, 0.4 million trucks). It is not 
likely that unit overhead for passenger cars alone would be any lower 
if trucks were excluded.” In other words, the estimate of $550 over- 
head costs per unit may be considered applicable to passenger cars 
alone. 


4 Thid., p. 3297, GM’s letter of February 25, 1958. 

36 Two qualifications should be noted. First, amortization of special commercial tools reflects primarily 
the writeoff of tools and dies associated with passenger-car style changes. Thus 90 percent of this amortiza- 
tion was allocated to automotive production in the estimate below. Second, factory supervisory and clerical 
overhead is charged to cost of goods sold, following accepted accounting practice, and is not reported sepa- 
rately by General Motors. The amount of this overhead associated with the production of passenger cars 
and trucks has been figured at $300 million in the total automotive overhead estimate. The $300 million 
estimate is based on General Motors payroll for hourly rated employees (1957 annual report, p. 23) and the 
ratio between production workers and all employees in manufacturing estabilshments (motor vehieles and 
parts) shown in the 1954 Census of Manufactures. 1957 General Motors hourly rate payrolls in the United 
States amounted to $1,855,000,000, of which $1,209,000,000 may be allocated to automotive production. The 
1954 Census of Manufactures (motor vehicles and parts) shows industrywide production worker payrolls 
1s 80 percent of total payrolls at manufacturing plants. Thus factory supervisory and clerical personnel 
costs may be estimated at approximately 25 percent of the hourly rate payrolls. 

% Since ‘‘maintenance”’ expenses reported to the SEC include the sizable costs of installing special tools and 
rearranging facilities for model changeovers, it is obvious that 65.2 percent understates the share of mainte- 
nance costs which should be allocated to automobile and truck output. The same thing is true of the 
allocation of selliy and administrative expense, in view of the very heavy advertising, styling, and engineer- 
ing expenses assoviated with passenger-car production. Finally, many items of overhead included in costs 
of goods sold cannot be readily determined and have been omitted from the estimate. 

37 Approximately half of the corporation’s output of trucks is accounted for by light models, produced 
under the same conditions as passenger curs. In the case of the heavier units, it may be safely assumed 
that any factors which tend to increase unit overhead over the average would at least be offset by the fact 
that most of the very large expenditures for special commercial tools and dies are associated with passenger- 
car production. 
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There is no reason to believe that total overhead costs for General 
Motors’ automobile operations are any lower in 1958 than they were 
in 1957. Indeed, the reverse is probably correct. Factory super- 
visory and clerical overhead may have been reduced to some extent 
in the face of declining production. No available information, how- 
ever, indicates any reduction in advertising and selling expense. 
State and local property taxes, are, if anything, higher than in 1957. 
Expenditures for special commercial tools, as re ported to the SEC, 
were higher in 1957 than in any previous year in General Motors’ 
history as a result of the major restyling of the Chevrolet and Pontiac 
lines. As these will be largely charged off in 1958, this item of over- 
head expense has risen.** Finally, General Motors spent $474 million 
for new real estate, plant, and equipment (apart from special com- 
mercial tools) in 1957.°° This will be reflected in higher charges for 
depreciation and obsolescence in 1958. 

The estimated unit overhead for cars produced by General Motors in 
1957 would be at least equaled by the other two major manufacturers. 
As will be shown in the following section, the unit profits of both Ford 
and Chrysler have been lower than those of General Motors. It is 
highly unlikely that this can be explained solely on the basis of higher 
direct labor and material costs per unit of output. The relative profit 
positions of the three firms strongly suggests, therefore, that Ford and 
Chrysler have unit overhead costs which are, if anything, higher than 
those of General Motors. Thus an estimate of $550 per unit over- 
head costs in the autemobile industry as a whole in 1957 appears to 
be conservative. Since the industry produced 6.1 million passenger 
cars during the year, total fixed costs of $3.4 billion are indicated for 
this output. 

The importance of overhead costs in the current situation is readily 
apparent. In 1957, a 6-million car year, overhead costs per unit were 
about $550. In 1958, at a 4.2-million car level of production,” total 
overhead expenses equal to those incurred in 1957 would result in 
average overhead costs throughout the industry in excess of $800. 
The present decline in the rate of passenger car output, therefore, may 
be expected to raise the industry’s full unit costs by at least $250, 
wholly apart from any increases in wage rates or material prices. If 
the total amount of fixed costs in automobile manufacturing is higher 
in 1958 than in 1957, which seems likely, the increase in unit overhead 
will be greater than $250. 

More than half of the industry’s overhead comes from three types 
of charges: depreciation and obsolescence, general selling and admin- 
istrative expense, and amortization of special tools. The annual 
increases in each of these categories since 1950 provide a clear indica- 
tion of the upward trend of total fixed costs in the automobile industry. 
Since the physical output of motor vehicles has not kept pace with the 
trend in overhead, it is evident that average overhead costs per unit 
in the industry have been rising sharply during this period. 

Depreciation expense—The plant and property accounts of the 
3 largest cakasiatals manufacturers have increased more than three- 








% According to Mr. Curtice, the increase in the cost of special tools for 1958 models over that for 1957 
models averaged $24 a car (presumably on the basis of standard volume), (Ibid., p. 2478.) 

39 General Motors, 1957 Annual Report, p. 35. 

4 Automotive News (June 30, 1958) reports passenger car output for the first half of 1958 at 2.23 million 
units, or 66.2 percent of the 3.37 million produced during the comparable period of 1957. Third quarter 
shutdowns for model changeovers began earlier and lasted longer than has been the case in recent years. 
Even a sizable upturn in fourth quarter sales will not raise production for the full year 1958 much above a 
level of 4.2 million cars. 
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fold since 1950 (from $3 billion to $9.4 billion, before depreciation). 
The effect of this on depreciation and obsolescence charged against 
current income is shown in table 18. Depreciation expenses of the 
3 firms totaled $680 million in 1957, compared to only $183 million in 
1950. The number of vehicles which carried most of this burden 
was practically the same in both years. 


TABLE 18.—General Motors, Ford, and Chrysler depreciation and obsolescence 
expense, 1950-57 
[All figures in millions] 













| General | Total Number of 
Year | Motors | Ford Chrysler (3 firms) vehicles sold 

| (3 firms) ! 
Itt itr seng sonate belaliide: sige win totohe oeremineeiad $121.9 | $41.3 $20.0 $183. 2 7.0 
nda inedudacindansudaiindoawe | 124. 8 45.8 25. 9 196. 5 5.9 
SEs Jucpumwubassscosnundieihaicahs 138.2 | 54.9 36. 6 229. 7 4.8 
SI 2 cia eniaseitdiicte o dstinapadcain taeda 178.3 74.0 47.0 299.3 6.7 
EDs civslin lida hneamaraaaenn 232. 9 90. 2 49.9 372.0 6.3 
ia: ulieeibibnaradinittinadbinbtes 293. 8 116.0 | 54.9 464. 7 8.8 
er cased cect ade | 347. 2 | 133. 5 a 68.0 548.7 6.7 
1957 414.9 177.1 a 87.8 679.8 7.0 


| 
| 
| 
| 
| 


1 Figures on vehicle sales include both United States a and Canada for Quand Motors and Chrysler. 
Ford data covers United States only; Ford Mot »r Company of Canada and other foreign manufacturing 
subsidiaries’ reports are not consolidated. 


Source: Company annual reports. 


It is true that some of the rise in depreciation expense reflects the 
addition of nonautomotive capacity, the consolidation of some foreign 
subsidiaries’ reports (e. g., General Motors’ consolidation of Holden, 
Vauxhall, and Adam Opel in 1954) and the upward drift of construc- 
tion and equipment costs. But it is also true that most of the in- 
crease has been caused by the very sizable expansion of United 
States passenger car production capacity in the past few years. The 
reason for this expansion appears to have been the optimism generated 
by 1955 sales, an optimism which seems somewhat misplaced in light 
of the current level of sales. 

Mr. Curtice was questioned by the subcommittee counsel in 1955 
as to whether General Motors expected to obtain a return of 20 per- 
cent after taxes, on the investment in expansion then being carried 
out. Said Mr. Curtice, “Certainly. We are investing the stock- 
holders’ money in new facilities, and we would certainly expect to 
make a continuing fair return.” *! Presumably General Motors’ 
prices are adjusted to provide this “fair return’’ as depreciation charges 
rise. 

Selling and administrative expense.—A second element of overhead 
cost which has grown rapidly since 1950 is general selling and ad- 
ministrative expense, representing central office, as distinct from 
manufacturing, overhead. The amounts reported in this category 
by General Motors, Ford, and Chrysler between 1950 and 1957 are 
shown in table 19. Although Ford’s selling and administrative ex- 
penses for 1950 and 1951 have never been published, it may be as- 
sumed that they were between $100 and $120 million in each of these 
years. Thus the exnenses of the 3 firms taken together have risen 
from roughly $450 million to $1.2 billion over the period covered by 
the table. 


" Hearings, 1955, pt. 7, p. 3598. 
29314—58——_9 
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TaBLE 19.—General Motors, Ford, and Chrysler general selling and administrative 
expense, 1950-57 


{All figures in millions] 


| | 
General | Total Number of 
Motors Ford Chrysler (3 firms) vehicles sold 
(3 firms) ! 


| 
| 


$90. 

(2 103. 
$136. 6 105, 
168. 3 144. 
190. 5 159. 
230. 6 219, 
250. 2 217. 
346. 0 276. 


PSR oN 


b OS 
CNDONBDOO 


Ce, OR ase 


~I 


i 


1 See table 2. 
2 Not available. 


Source: Company reports to Securities and Exchange Commission, and Ford Motor Co. 1957 annual 
report to stockholders. 


The explanation for a large share of the increase in general selling 
and administrative expense may be found in the rapidly rising ad- 
vertising budgets of automobile companies since 1950. Automotive 
News reports the annual advertising expenditures by each of the 
automobile lines produced in the industry. The figures for the three 
major companies are shown in table 20 for 1950 and 1957. 


TABLE 20.—Estimated advertising expenditures in measured media, 1950 and 1957 








1950 








General Motors: | | 

Chevrolet | $8,693,111 | $36, 459, 183 
9,887,906 | 14, 736, 217 
4, 621, 253 12, 187, 377 
4, 174, 114 10, 498, 317 
2, 868, 139 6, 930, 886 


80, 244, 523 | 523 | _ 80, 811, 980 


9, 415, 551 38, 479, 995 
5, 605, O11 11, 995, 377 
1, 960, 798 5, 224, 213 

7, 540, 798 


63, 240, eS 


Chrysler: 
Plymouth os , 320, 5é 16, 918, 982 
Dodge , 561, | 15,381, 517 
DeSoto ae 59, 168 5 914, 601 

’ 816, 13, 575, 006 


51, 790, 056 





Source: 1950 data compiled by Advertising Age, reported in Automotive News, 1958 Almanac Issue, 
p. 82; 1957 data reported by Advertising Age, Aug. 25, 1958, 


The figures in the table above are incomplete, since only the 
measured media are covered.” Despite this imperfection, the data 
rovide a reasonable index of the tremendous growth of advertising 
Sodgets in the automobile industry since 1950. A more comprehensiv e 
picture is presented in Advertising Age’s third annual “profile” 
# Measured mediums in both 1950 and 1957 included newspapers, general magazines, farm and bust- 
ness publications, and network television. Outdoor advertising and spot television are included in 1957, 


but were not measured in 1950. Network radio, which appears in the 1950 figures, is ne longer compiled. 
Excluded in both years are spot radio, point-of- sale, direct mail and dealer cooperative advertising. 
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survey of leading advertisers, which includes estimated outlays in 
media not measured elsewhere. On this broader basis, General 
Motors’ advertising for all products in a totaled $144.5 million, 
Ford’s was $103.5 million, and Chrysler’s $72.3 million. Approxi- 
mately $275 million of the 3-firm total was side for passenger car ad- 
vertising alone.“* But this figure substantially understates the current 
level of expenditures for automobile advertising, since it does not 
include such other expenses as television talent and production costs 
(as distinct from time charges) or the expense of maintaining adver- 
tising staffs within the three companies. 

Styling costs.—A significant portion of the automobile industry’s 
overhead costs arises from an emphasis upon style, rather than price, 
competition. This has served to inflate gener al selling and adminis- 
trative costs to an increasing exient over time, as the styling and 
engineering efforts devoted to model changes are general staff functions 
in each of the major companies. Since the tools and dies used in new 
models are charged against costs of production, manufacturing over- 
head is also affected by style changes. 

Dr. Theodore O. Yntema, vice president of the Ford Motor Co., 
estimated to the subcommittee that major model changes in all of 
Ford’s automotive lines would cost $440 million, or $189 per vehicle 
on the basis of 1957 output.* This figure covers styling, engineering, 
and the purchase of special commercial tools. It does not include any 
allowance for facilities expenditures and rearrangement costs for the 
model changeover, or any abnormal costs assoc iated with the introduc- 
tion of the Edsel line. C hanges of this magnitude are seldom made in 
a single year. Therefore, Dr. Yntema indicated that Ford’s normal 
expenditures for style changes total only $350 million a year, or about 
$150 a unit on an output of 2.34 million vehicles. If the costs of 
installing special tools and rearranging facilities to accommodate the 
new models were added to the figures above, it would be clear that 
the full cost of style changes is even higher than the level disclosed 
by Dr. Yntema. 

Dr. Yntema’s estimate understates, of course, the unit cost of style 
changes on the basis of current production. It appears that Dr. 
Yntema’s $350 million estimate of normal annual styling costs will 
be spread over only 1.3 to 1.4 million vebicles in 1958.** At this 
level of output, the unit cost of style changes will fall between $250 
and $270. 

Ford’s major competitors have disclosed equally impressive financial 
contributious to the styling race, relative to their market positions. 
Mr. Frederic Donner, of General Motors, testified that his firm’s 
design change costs for automobiles and trucks are ‘‘on the order of 
$500 million a year.” “” Mr. F. W. Misch, speaking for the Chrysler 
Corp., stated, “Over the last 4 years, we have averaged something 
over $200 million [a year], let’s say, in the cost of bringing our new 
models to market.’’* In short, the 3 leading automobile producers 


Lee 


NOLOM PAN 
Con mONeooo 


j 


# Advertising Age, Aug. 25, 1958 

4 Eighty pe reent Ny ata ai Motors’ e xpenditures are allocated to passenger car advertising (testimony of 
F. G. Donner, 1955 hearings, p. 3672). Based on the ratios between automotive and non-automotive adver- 
tising in measured ‘media: ns reported by Advertising Age, Ford allocated 92 percent and Chrysler 88 per- 
cent of their total advertising budgets to passenger car divisions in 1957. 

48 Letter from Ford Motor Co., dated March 10, 1958, in files of subcommittee. 

* The Automotive News report (June 30, 1958) of January 1-June 29 production shows that Ford’s output 

for this period was 58 percent of its output for the comparable period in 1957. 

47 Hearings, p. 2513, 

4 Ibid., p. 2828. 
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are together spending well over $1 billion a year to convince buyers 
that last year’s car models are obsolete. 

Accurate information as to the extent to which styling costs have 
risen in the industry as a whole is not available. The Ford Motor 
Co., however, placed in the record a chart which illustrates the growth 
of that company’s general tool amortization, engineering, and styling 
costs from 1948 to 1957. 

Cuart IX 


FORD MOTOR COMPANY 
1SDEX OF MAJOR MODEL~CHANGE COSTS 
1948 —1957 


INDEX OF 
OOLLAR COSTS 


iOEX W 
RATIO Tr LES 


rik 


spite Arcmnanttpmaenetlitenetaninatietchctpatilinnneniannishyiteeieesia Ricsimnimarteapstgessibenaaaigivima 
19486 49 50 5! 52 53 54 55 56 57 


CALEMOAR YEAR 


The index of Ford’s model-change costs shows that expenditures in 
1957 were more than 6% times the 1948 level. It is worth noting that 
these costs were stable from 1948 through 1951, a period in which 
there were no major model changes. Between 1951 and 1953, styling 
expenditures were roughly doubled, according to the chart. Stagger- 
ing increases have taken place since 1954, when the current styling 
race began. By 1957, Ford’s annual model-change costs were more 
than three times as high as in 1953. As sanedt dollar sales have 
risen much more slowly, the ratio of styling costs to sales—and by 
implication to total production costs—has more than doubled over 
the 10-year period. 

As noted above, the costs of style changes are to be found both in 
general overhead and in manufacturing overhead. The effect of styl- 
ing in the latter case shows itself in the treatment of so-called special 
commercial tool accounts. Special commercial tools include the tools 
and dies which are ordered for the production of a particular model 
line, If models change, these tools are useless, except to the limited 
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extent to which they can be used for the provision of replacement 
parts for the or iginal model.” 

Since the useful life of these special tools and dies has been deliber- 
ately limited, they are amortized as production costs over the model 
run for which they were acquired. In short, the attempt to stimulate 
consumer demand by creating rapid style obsolescence has raised pro- 
duction costs considerably by creating rapid obsolescence in a large 
part of the industry’s capital equipment. 

The amortization costs of special commercial tools in the automo- 
bile industry have been rising steadily in recent years. In part, of 
course, this bas reflected simple price inflation in the machine tool 
industry. Other factors, reflecting the product policies of the auto- 
mobile industry itself, have been of far greater importance. The 
growing complexity of the automobile—from engines to tail fins and 
quadruple headlights-—has increased the cost of retooling. The trend 
toward annual model changes—as distinct from so-called facelifting 
of a basic model-—has increased the frequency of major retooling. 
Both of these factors, taken together, explain why special tool amor- 
tization, as an important element of overhead cost in the industry, 
has been mounting much more rapidly than automobile sales. Table 
21 shows the annual amortization of special tools by General Motors, 
Ford, and Chrysler, as well as the vehicle outputs over which these 
charges have been prorated. It should be emphasized that the costs 
shown are those of tools and dies only—they do not. include styling, 
engineering, or expenses for actual installation of the tools. 


TABLE 21.—General Motors, Ford, and Chrysler—Amoriization of special tools, 
1950-57 


[All figures in vere 


| | | 
General | | Total Number of 
Motors | Ford | Chrysler ey (3 firms) vehicles sold 


(3 firms) ! 


iin ne cake dade fit anes oul $141. 6 $30. 0 | $10. | $182. 2.3 | 
Dua geihsseeS~copbiicininn «on 181. { 2 30. 34. 4 | 246. 
1952... _- puiate. bechegbeccnen 163. 9 | 35. 9 | 30. 3 | 260. 

352. 5 | 57.8 | 66. 476. 
in ple danawcneiwasuecagan 312.6 | .0 | 37. | 421. 
is <1 asain eat aa .f 22.9 | 110.2 | 644. 
BDL esas <etaseiawe eens 405.0 | 28. : 51.0 | 581. 
— eeemenen | 27. ; 208.8 | 126. § | 762. 


OOM meno mad 
PIP SH HON 
SCIBOUIDOOS 


CKeacconww 


1 See table 2. 
2 Approximation derived from Ford Index of Model Change Cost, hearings, p. 2732. 


Source: Company reports to Securities and Exchange Commission. 


The cost of special tools per vehicle is undoubtedly at an all-time 
high in 1958. Even if amortization charges were at the same total 
level as in 1957, the fact that 1958’s output may be only two-thirds 
that of 1957 would be sufficient to raise the average amortization load 
per unit by 50 percent. In fact, special tool amortization in 1958 


#9 An excellent illustration of this point was provided by Dr. Theodore Yntema, in his statement to the 
subcommittee. Using the 1955 Ford line as an example, Dr. Yntema testified that 72 percent of the special 
tooling cost was spent for body and front-end components, which are most susceptible to style obsolescence. 
Another 12 percent was spent for chassis tooling, and the remaining 16 percent for engine tooling. Three 
years later changing styles had made all of the 1955 body, front-end and chassis tools worthless. Only a 
fraction of the engine tooling, amounting to 3.5 percent of the total 1955 special tool cost, was still in use on 
the 1958 models (ibid., p. 1678). 
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will be substantially higher than in 1957, which will further increase 
the cost. per car produced.” 

The immediate outlook shows no discernible departure from the 
practice of using style changes rather than price reductions to stim- 
ulate lagging consumer demand. Mr. Dan Cordtz, writing about 
1959 models in the Wall Street Journal has said that ‘‘the auto in- 
dustry will attempt to roar back onto the big-volume highway this 
fall by means of a time-honored device: ‘Ihe big change.”’ *' Despite 
the slump in car sales, or because of it, tooling expenditures to further 
style obsolescence will equal or exceed those for 1958 models. 

Unit costs and profits, 1957 

Thus far in this chapter attention has been focused principally on 
what may be referred to as the dynamics of automobile pricing. The 
manner in which General Motors established its prices to yield a pre- 
determined profit rate at a given level of operations, or standard 
volume, and the highly satisfactory res ults thereof to the company 
have been described. Attention } 2s also been directed to the w ay in 
which the price arrived at by this method influences total unit costs 
through its effect on the volume sales and thus on overhead costs. 
‘The sharp increase in overhead costs during recent years, and the 
principal reasons therefor, have been described. 

Also of interest, however, are the results produced by the operation 
of these dynamic forces as of a given period of time. For example, 
in a year of relatively normal output, such as 1957, how much of the 
total average price of automobiles was composed of profits and of the 
principal elements of costs—labor, material and overhead? Inasmuch 
as the companies refused to supply the subcommittee with breakdowns 
of their unit costs, no definitive figures on costs can be presented. 
But enough information is available from a variety of different sources 
to make possible an approximation of the relative importance of each 
of the major cost elements. In the case of unit profits, precise figures 
are now available in the form of new data submitted by General 
Motors and Ford to the subcommittee for the period 1954-57." The 
combining of these various types of information should provide a 
reasonably accurate cost -profit breakdown of the average factorv 
price of automobiles in 1957. 

Unit profits —General Motors’ data on automotive sales, costs, and 
profits are reproduced in table 22. The unit and dollar sales figures 
cover passenger cars and trucks manufactured in United States plants. 
The value of factory-installed optional equipment has been included 
(i. e., the unit cost and sales figures represent the value of the average 
vehicle as it leaves the plant), but automotive divisional sales of 
service and replacement parts have been excluded. Excise taxes 
have also been excluded from both cost and sales figures. Profits are 
the proportion of consolidated corporation profits applicable to the 
sales shown. 
% General Motors alone spent $535 million for special commercial tools in 1957 (a figure which may be 
compared to $96 million in 1947); Ford and Chrysler spent $227 million and $50 million, respectively. The 
$822 million total is a larger amount than the Big Three spent in any previous year. (Source: 1957 com- 
pany reports to SEC). 

si Wall Street Journal, June 10, 1958. 

® The Chrysler Corp. failed to present any of the data in this area requested by the subcommittee. 
Since the company’s published reports do not provide a satisfactory basis for separating automotive from 
nonautomotive operating results, it has not been possible to compare Chrysler with Ford and General 
Motors in the discussion which follows. The refusal of Chrysler to submit the information was based 
in part upon the fact that in 2 of the 4 years for which the information had been requested (1954-57) the 


company had made unusually low profits while in the other 2 years its profits had been relatively high. 
This, of course, was not true of either General Motors or Ford. 
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TABLE 22.—General Motors Corp. sales, costs, and profits—Passenger cars and 
trucks, 1954-57 


[Calendar years] 














| 1954 1955 1956 1957 
i WD bn ech bawacaéscanandade | $6, 037, 247, 064 | $8, 627, 395, 422 | $7,090, 299,580 | $7, 162, 289, 020 
ST cnntinvatieahiintyyrenwyninpangilick $4, 983, 059, 722 | $6, 678, 136,375 | $5, 903,485,692 | $6, 150, 281, 922 
Net profit before taxes: | 
OO i ei ire cians sien eipeeiail $1, 054, 187,342 | $1, 949, 259,047 | $1, 186,813,888 | $1, 012,007,098 
PPOPORING OF GRIND < on occa cc cnscsdancas 17.5 22. 6 16.7 14.1 
Net profit after taxes: 
MNES ciicinssndrtedpqntie <enitiabiid wiped $506, 099, 924 $935, 644, $569, 670, ane $485, 763, nf 
NT MI co ay a cacti an emssinniion 8.4 0.8 
ID iii ah Ih stdhiebmack bata 3, 295, 956 4, 476, 672 3, 507, 7a 3, 237, 8 
Per unit sold: 
SEE Tt CRD. Goce eccunsenvewdena $1, 831. 71 $1, 927.19 $2, 021. 33 $2, 212. 51 
TOROE GMa ctiin eaten $1, 511. 87 $1, 491. 76 $1, 682. 99 $1, 899. 89 
Net profit before taxes_............. $319. 84 $435. 43 $338. 34 $312. 62 
Net profit after taxes............... $153. 52 $209. 00 $162. 40 $150. 06 





Source: General Motors Corp. 


Over the 4 years shown in table 22, General Motors’ unit profits 
were on the average $358 before taxes, with an average annual vol- 
ume of 3.6 million vehicles. In 1957 the unit profits were $312, with 
a volume of 3.2 million.®* It is interesting to compare these figures 
with the data reported by the Federal Trade Commission in 1939. 
The years 1935-37, as stated above, were highly successful years for 
General Motors in terms of the rate of return on stockholders’ invest- 
ment. Yet the realized profit per car and truck sold in those years 
averaged only $45, according to the Federal Trade Commission.™ 
While there is no certainty that the average shown is exactly com- 
parable to the 1954-57 data reported by General Motors, it is hard to 
escape the conclusion that prices and unit profits have risen much 
more rapidly than unit costs in the past two decades. 

The Ford Motor Co. also provided the subcommittee with figures 
showing the average revenues and profits per passenger car and 
truck sold from 1954 to 1957. As in the case of General Motors, the 
figures refer only to domestic car and truck operations. Activities in 
the farm equipment, service parts and defense fields have been 
excluded.® 


8 The relationship between the unit profits shown in table 22 and factory sales relative to standard 
volume (table 16) is impressive. Thus from 1954 to 1955 the operating rate rose from 130 to 155 percent of 
standard volume, and unit profits before taxes rose from $320 to $435. The explanation of this is clear enough. 
Factory prices of 1955 models (introduced late in 1954) were raised above 1954 prices, presumably to cover 
higher labor and material costs, while in fact unit costs were lower in the latter year. While wage rates and 
materials prices were higher in 1955 than in 1954, the increase in operating rate served to reduce unit over- 
head costs by an amount which was more than sufficient to offset any increases in other costs. Effectively 
the company recovered all of its overhead expense and earned its desired return on investment with the 
first 3 million cars produced in 1955. The cost of producing the remaining 1.5 million vehicles, above 1955’s 
standard volume, included only the direct labor and materials expense involved. The result was a sharp 
rise in average profit. 

The movement of unit profits was in the opposite direction in 1956 and 1957. From 1955 to 1957 the 
average sales realization per vehicle rose by nearly $300 in the face of a declining market. Since unit costs 
rose even more sharply, the realized profit per vehicle dropped by some 30 percent. Again, the standard 
volume concept helps to provide an explanation. The expansion program announced by General Motors 
in 1954 had by 1957 added nearly 500,000 vehicles to the company’s 1955 standard volume (see table 1), while 
factory unit sales had dropped by 1.2 million over the same period. Asa result, 1957 output was 98.5 per- 
cent of standard volume. The rapid rise in effective average profits which occurs after standard volume 
is reached and all overhead expenses have been fully absorbed was absent in that year. It is indeed probable 
that 1957’s profit of $313 per unit before taxes was somewhat below the standard profit embodied in 1957 

rices. 

. %& Average derived from Federal Trade Commission, Report on Motor Vehicle Industry, 1939, tables 
39, 40, and 41. Some caution must be observed in using this figure, since the procedures used to derive 
the data presented in the 1939 FTC report are not known to the subcommittee. In response to a request 
for detailed information on these procedures, it was ascertained from the Commission that th: underlying 
worksheets and basic compilations of data which are essential to an evaluation of the report’s profit figures 
had been destroyed. 

5s Ford Motor Co., letter of March 5, 1958, Hearings, p. 3297, 
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TABLE 23.—Ford Motor Co. unit sales values and profits after taxes, United States 
passenger cars and trucks 





Per unit 1954 





Average revenues $1, $1, 865 $2, 001 
Average profits after taxes. ._._- Ee ae ee aaa 88 143 85 


Source: Ford Motor Co., letter of Mar. 5, 1958. 


Ford’s best profit showing, $143 per unit after taxes in 1955, was 
exceeded by General Motors in each of the years 1954-57. Over the 
full 4-year period, Ford has averaged a profit of $103 per unit on its 
sales of cars and trucks produced in United States plants. This figure 
corresponds to $214 before taxes, approximately 60 percent of General 
Motors’ average unit profit of $358 in the same period. Ford’s 
profit before taxes in 1957 was $175. 

In justice to the Ford Motor Co., however, it must be emphasized 
that the difference in unit profits between the two firms cannot be 
taken as evidence that Ford’s manufacturing efficiency is any less 
than that of General Motors. Ford’s average revenues per vehicle 
have been from $20 to $118 below those of General Motors in the 
years reported; on the average (weighted by factory unit sales in 
each year), Ford received $62 apiece less for its cars and trucks than 
did the larger company. This does not arise from any price differ- 
ences, model for model, between the two companies. The explanation 
lies, instead, in the fact that Ford has not covered the current auto- 
mobile price range as fully as General Motors. 

Ford offered only the Mercury line in the important middle price 
range until late 1957, in contrast to General Motors’ production of 
three lines, Buick, Oldsmobile, and Pontiac. Thus Ford’s sales have 
tended to be concentrated more heavily in the “low price’’ field than 
those of General Motors. From 1954 to 1957, for example, the 
Ford line accounted for more than four-fifths of all United States-built 
passenger cars sold by the Ford Motor Co., while Chevrolet provided 
only half of General Motors’ passenger car sales.°* 

Had Ford been able to secure the same average revenue as General 
Motors, through more effective coverage of the price range above the 
low price field, Ford’s profits before taxes would have been on the order 
of $275 a unit, a figure which is not too far below General Motors’ 
level. While some difference would still exist, it must be remembered 
that Ford’s profits from 1954-57 were adversely affected by some 
unusual expenses during the period. The company revived the 
dormant Continental line in October 1955 and introduced a c ompletely 
new middie-price line, the Edsel, in September 1957. Especially 
in the case of the latter line, the initial styling, engineering, and tooling 
costs, as well as the heavy promotional expenditures ‘required to 
persuade both dealers and customers to accept a heretofore unheard 
of product, have helped to keep the avera age profitability of Ford’s 
automotive operations below that of General Motors in recent years. 

Unit labor costs.—Industry witnesses testified at considerable length 
before the subcommittee that union-negotiated wage increases have 
been primarily responsible for rising automobile prices. In view of 

® From 1954 through 1957, average annual United States-built passenger car sales by the Ford Motor Co., 
were 1,870,000 units. Of these, 81 percent or 1,514,000 were Ford models (as distinct from Mercury and 
Lincoln). In the same years, General Motors’ average annual sales were 3,184,000 units, of which Chevrolet 


accounted for 1,595,000 or 50 percent of the total. Source: Ford Motor Co, and General Motors Corp. 
1957 annual reports to stockholders, 
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this testimony, it is appropriate to examine the labor cost in the 
average automobile. As in the case of overhead costs, the failure of 
the automobile manufacturers to provide any detailed breakdowns 
of their automotive costs makes it necessary to rely upon estimates 
which, while not exact, appear to be of the same order of magnitude as 
the true figures. 

The subcommittee staff prepared estimates of the labor content of 
the average vehicle produced in 1957, employing two entirely different 
methods and using different sources of data.’ Both methods focused 
on production and related workers (as defined by the Bureau of the 
Census) and included labor employed in parts purchased from outside 
suppliers as well as that used by the automobile companies them- 
selves. The two procedures yielded roughly similar results—in the 
neighborhood of 130 to 140 man-hours per car. At General Motors’ 
1957 wage level, stated by Mr. Curtice to be $2.88 an hour including 
fringe benefits, the labor cost of the average car (covering both direct 
and indirect production workers) appears to be in the area of $375 to 
$400. 

Mr. Dan Cordtz, Detroit reporter for the Wall Street Journal, has 

resented an estimate of labor costs per car which is substantially 
Saree than that of the staff. Mr. Cordtz made a careful study of 
automobile manufacturing costs, based upon interviews with produc- 
tion executives.” He stresses the fact that his cost figures ‘‘are those 
for an actual vehicle of one of the ‘low-priced three’ but they illustrate 
the approximate costs of the others as well.’’ He found that the 
direct labor cost in his sample vehicle totaled $175—$75 in assembly 
labor, $50 worth of labor in parts purchased from other divisions of 
the same corporation, and $50 as the estimated labor content in parts 
secured from outside suppliers. Even the addition of hourly rated 
nonproductive labor could not bring the total bill to more than $300 
to $320, according to Mr. Cordtz.® 

It is an unusual coincidence that the range of available estimates 
of automobile unit labor costs is so close to the range of General 
Motors’ unit profits, before income taxes, in recent years. The 
average of Cordtz’ minimum estimate and the staff’s maximum 
estimate is in fact slightly below the $358 unit profit averaged by 
General Motors from 1954 to 1957. 

Unit material and other direct costs.—In addition to profit, overhead, 
and labor costs, the price of an automobile reflects a variety of material 
and other direct costs. In the absence of detailed cost informa- 
tion from any of the major manufacturers, it has been necessary 
in the first instance to derive this component of costs by subtraction, 
and to compare the result so obtained with other estimates. 

General Motors reported to the subcommittee that the unit cost 
of the average webials sold in 1957, with factory-installed optional 
equipment, amounted to $1,900 (table 2, above). It appears that 
material and other direct costs are in the range of $950 to $1,050 per 
unit, after subtiacting overhead and from $300 to $400 in labor costs. 
The estimate includes the cost of finished parts purchased from out- 

% For details, see hearings, appendix, p. 3594. 

8 Tbid., p. 2597. 

® Reported in the Wall Street Journal, December 10, 1957. 

The accuracy of both the staff and Cordtz estimates is supported by published data on American 
Motors. That company recently increased its labor force from 10,700 to 11,900 in order to eliminate over- 
time and Saturday work and to raise output to 835 cars a day (Wall Street Journal, June 10, 1958). On the 
basis of an 8-hour day, these figures indicate 114 man-hours per car. This does not include the labor content 


on purchased parts; on the other hand, it presumably does include salaried clerical and supervisory personnel, 
{in addition to hourly rated labor. 
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side suppliers and the costs of raw materials used by General Motors 
in parts fabricated within the company. It also includes any other 
direct costs, such as freight on material shipped into General Motors 
and from one division to another within the corporation, as well as a 
substantial portion of the freight on vehicles shipped by the company 
to dealers. 

The estimate above is in general accord with other estimates on 
material and other direct costs. Mr. Frederic Donner, of General 
Motors, suggested that the materials bill for a typical car would be 
in the sdigibhoehiood of $1,000. The subcommittee did receive one 
set of firm figures from an automobile manufacturer. Unlike the 
members of the Big Three who expressed the fear that disclosure of 
such information would place the firm at a serious competitive disad- 
vantage,®* American Motors supplied the subcommittee with figures 
on their costs of materials and components. 

The materials content of a typical Rambler model (presumably at 
the end of 1957 or early 1958) amounted to $952. This of course is 
not strietly comparable to the costs of, say, the average General 
Motors vehicle, but the differences in total amount should not be 
large. The American Motors sample car is smaller than the average 
General Motors automobile and hence uses less direct materials. On 
the other hand, the differences in degree of integration between the 
two companies require American Motors to purchase many finished 

arts and components which General Motors fabricates internally 
rom purchased raw materials. The information provided by Ameri- 
can Motors is reproduced in table 24, both as an indication of the total 
material content of a passenger car and an illustration of the relative 
magnitudes of some of the more important components. 


TABLE 24.—Material content in cost of a representative model, American Motors 
Corp. 


Kenosha Milwaukee Combined |Percent of net 
material cost 





Steel: 

Sheets, bars, strips 5. 

Doors, uniside, etc .¢ 81. 30 

Underbody ' 43. 97 
Grey iron ‘ 13. 69 
Upholstery, bulk 5. 16. 54 
Glass and vents ; 47. 53 
Seat frames and springs ‘ 23.79 
Miscellaneous trim, purchased 36. 36. 45 
Transmission 5. 35. 37 
31. 64 
15. 15 
48.05 
2 x ‘ - 25. 56 
Other components. .... [ ; 460. 70 
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Total material cost ; 2. 958. 43 
Less: Salvage allowance : ; 6. 50 


8 
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5 





Net material cost F 951. 93 | 





Source: American Motors Corp. 


6i With the 1955 models, the company’s freight charges to dealers more than 1,200 miles from Detroit were 
reduced, factory prices being increased to cover the loss in revenue. A second modification, applicable to 
dealers more than 200 miles from Michigan home plants was announced Feb. 27, 1956. The price effect of 
the first adjustment is not known. The 1956 modification of desination charges, however, has resulted in 
the addition of from $30 to $50 to General Motors’ list prices since that time. General Motors exhibit 
hearings, appendix, pp. 3538-3545). 

® Tbid., p. 2608. 

% The companies’ reply letters, which show a rather surprising parallelism of content, structure, and 
phraseology, are reproduced in the hearings (hearings, appendix, pp. 3521, 3621, and 3724). 
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Summary.—A composite picture of the relationship between costs, 
profits, and prices in automobile manufacturing may now be drawn, 
using the data submitted by General Motors and the estimates 
developed in this report. The components of price for the average 
General Motors car in 1957 appear to be of the following magnitudes: 


SCR SOREO DROOE C006 6 noo acne cuctcneuca scape cusucdediinnad $300—$400 

Seater and other direct coste. 2... ooo eee eee 1, 050— 950 

PP WON COS iue ind CLS e ei USCS COSRIEL IL Cea 550 

RORER COBB icin doe -ahneslenndnnsei rss 1, 900 

ED 0 cin accdekgbhébdeceownscescocengtvhn camipteneeunbeueinl 313 

Factory aale value. .. 22.5... 400 ssn dbo a 2, 213 
Cuart X 


GENERAL MOTORS CORPORATION 


ACTUAL SALE PRICE, ACTUAL PROFIT AND ESTIMATED 
COMPONENTS OF COST PER VEHICLE IN 1957, WITH 
EXAMPLES TO SHOW EFFECTS OF VOLUME FLUCTUATIONS: 


AT 75% OF AT ACTUAL AT 125% OF 
1957 OUTPUT 1957 OUTPUT 1957 OUTPUT 
$2213 mane mee $2213 
. ($313) 
OVERHEAD 
EXPENSE OVERHEAD spiibiaiti 
om — eHPENSE 
$1500 ($440) $1500 
MATERIALS MATERIALS MATERIALS 
$1000 AND OTHER AND OTHER AND OTHER $1000 
DIRECT COST DIRECT COST DIRECT COST 
($950-$1,050) ($950-$1,050) ($950- $1,050) 
$500 $500 
HOURLY-RATED HOURLY-RATED HOURLY-RATED 
LABOR LABOR LABOR 
($300-$400) ($300-$400) ($300-$400) 
0 0 





* Assuming identical unit labor and material costs, 
and same amount of total overhead costs at each volurne 
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It should be emphasized that the above rough estimates relate to a 
year of moderate volume. ‘The effect of changes in volume on the 
unit overhead costs and profits, shown above, is brought out in the 
accompanying chart, which is based on the assumption that unit labor 
and material costs remain unchanged and that the company was able 
to secure the same average price ($2,213). If General Motors had 
sold 25 percent more vehicles than it did in 1957, the spreading of 
overhead expense over the larger output would have lowered unit costs 
enough to increase the company’s profit per car by more than one- 
third. As output falls, unit overhead costs rise rapidly. Thus if the 
company had sold only 25 percent fewer units in 1957, unit profits 
would have been less than half of what was actually realized, with an 
even greater drop in total automotive profits. 

Thus it can be seen that the costs which determine a company’s 
profitability for a given year are themselves determined to a substan- 
tial extent by the sales volume which results from its price policy. 
The extent to which the industry’s level of output is influenced by 
automobile prices is explored in the next chapter. 


CuHapTer 6. Tue DEMAND FoR AUTOMOBILES 


It should be stressed at the outset that there is no one certain way 
of forecasting the demand for automobiles. The methods employed 
in estimating what demand will be range all the way from hunches 
to elaborate mathematical-statistical formulations. The state of 
knowledge and the quality of the underlying data are not such as to 
permit the conclusion that any one method is correct and all others 
invalid. After all, the demand for automobiles is an extremely 
complex phenomenon, influenced by many factors—income, price, 
quality, financing, and others. As compared to the enormous com- 
plexity of the problem, to say nothing of its importance, the amount 
of research that has been devoted to the analysis of demand is, by any 
standard, almost infinitesimal. In this chapter an attempt will be 
made to describe briefly the nature of these various methods of fore- 
casting—from the simplest to the most detailed. 


Forecasting methods 


An example of the hunch method is provided by the forecasts of 
the automobile manufacturers, themselves, for 1958. It seems evi- 
dent that they were expecting 1958 to be largely a repetition of the 
boom year of 1955. The most frequently cited reason for this opti- 
mistic viewpoint was the expectation that buyers of 1955 models, 
who by 1958 would have completed their payments, would again 
return tc the market for a new car. That the buyer of a new car 
in 1955 could not reasonably have been expected to purchase a 1956 
or 1957 model, while still in the process of making his payments, 
was generally conceded. But by 1958 even the buyers who had 
made their purchases on a 36-month contract would have had their 
1955 models paid up. From this it was simply assumed that they 
would again become buyers in 1958, quite apart from the fact that 
automobiles appear to have a useful life of 13 years. 

That this wus the line of thinking of the automobile producers is 
evident from numerous statements in the trade and financial press 
during the latter part of 1957. Thus, the Wall Street Journal, under 
the headline ‘Automakers Hope for Sales in Vicinity of 6,500,000 
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Cars,”’ gave the follewing summary of the views for 1958 of an econ- 
omist of one of the ‘major’ companies: 

Two-thirds of all car buyers in 1955 bought on credit and, of those, two-thirds 
stretched their contract terms to 30 months or beyond. This has effectively 
prevented some buyers from returning to the market as quickly as they might 
ordinarily. 

The share of credit buyers who bought new cars before they had finished 
paying for older cars rose to 20 percent from 14 percent, and the median interval 
which the previous car had been held declined from 37 to 32 months for credit 
buyers and from 42 to 38 months for cash customers. This indicates that many 
buyers who might normally have held off another year were enticed into the 
market early by the credit relaxation of 1955. 

The economist, and many officials of other auto makers, are confident that 
1958 is going to see the return to the market of many such purchasers. That 
factor, the expected campaign of General Motors Corp. to push its sales back up 
to more accustomed levels, and the anticipated efforts of its main competitors 
to retain their gains, are generally expected to produce a 6,500,000-car sales 
year (Aug. 20, 1957). 

The article then went on to describe this spokesman’s views that 
the industry had moved from a “plateau” of 5,500,000 cars during 
1949-54 to a new plateau of 6,500,000 cars. Since production in 
1956 and 1957 had been well below this figure, the foundation for this 
new plateau necessarily consisted of nothing more than the experience 
of 1955 and a hope for 1958. 

At a slightly higher conceptual level are projections based upon 
simple relationships assumed to exist between automobile sales and 
population or income. For example, according to the Journal of 
Commerce, Mr. R. S. McNamara, group vice president of Ford 
Motor Co.— 


* * * sees a steady rise in gross national product of about 3 percent a year, with 
auto population rising at the rate of about 1.5 million annually from the present 
level of slightly more than 50 million cars (August 12, 1957). 

There is, in point of fact, a substantial body of thought which 
assumes the existence of a generally close relationship between changes 
in population and changes in economic activity in the economy as a 
whole and in its major components. Assumed here is a new type of 
Say’s law: namely, that population (rather than production) creates 
its own demand. Without examining the general validity of this 
doctrine, it is clear from chart XI that in the years following World 
War II it has had little applicability to the automobile industry, even 
in terms of a long-run trend. As the top grid of the chart shows, 
there is little evidence of a long-term trend, either upward or down- 
ward, in automobile production since 1949. Yet, as the middle grid 
shows, total population between 1949-50 and 1958 has risen from some 
150 million to over 170 million (15.5 percent). 

Similar in conceptual simplicity are projections based upon rela- 
tionships assumed to exist between automobile demand and income. 
The projections of income are themselves usually based on popula- 
tion, which leaves unanswered the question of whether a relationship 
actually does exist between population and income. 

Quite apart from these considerations it is obvious from the accom- 
panying chart that there has been no tendency in the postwar period 
for the general trend of new car sales to parallel the trend of income. 

“ In a story headed “Who Will Buy the 1958 Cars?” U. 8. News & World Report stated: “‘Sales of new 
cars hit an all-time peak of more than 7 million in 1955, and that also was the year of the big stretchout in 
installment terms. Many people who bought that year financed their cars on 30- and 36-month terms and 


have been out of the market for new cars since then. ‘These people now are paying off the last of their notes 
and once more will be in position to take on installment payments for new cars’”” (November 15, 1957). 
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The increase in real disposable income from $186 billion in 1949 to 
some $250 billion in 1958 has been accompanied by no discernible 
trend in automobile production whatever. Moreover, during inter- 
vals when automobile registrations declined, as between 1950 and 
1951, 1951 and 1952, 1953 and 1954, 1955 and 1956, real disposable 
income continued to rise.™ 


Cuart XI 


COMPARISON OF AUTOMOBILE PRODUCTION, U.S. POPULATION 
AND REAL DISPOSABLE INCOME, 1949-1958 


| PASSENGER GAR PRODUCTION-U.S. ONLY (In Millions) 











| POPULATION Est. (in Millions)" 
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At a much higher conceptual level are inductive surveys, conducted 
through personal interviews of a scientifically selected sample, of 
consumer buying power and attitudes. Surveys of this type are 
conducted by the Survey Research Center of the University of 
Michigan under the direction of Dr. George Katona. Appearing 


8 The one exception is the most recent interval, 1957 to 1958. 
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before the subcommittee, Dr. Katona described this type of inquiry 
as “psychological economics” 

The basic consideration of our research is an old one: We believe, like many 
other people, that demand depends both on ability to buy and on willingness to 
buy. Its second proposition is of more recent origin: Willingness to buy is a 
function of changes in optimism or pessimism, in confidence or uncertainty, in 
feelings of security or insecurity, and these changes are measurable. Changes in 
consumers’ attitudes and expectations can be measured through repeated inter- 
view surveys with representative samples of the American population. Such 
measurements contribute toward an understanding of fluctuations of discretion- 
ary consumer spending, especially spending on durable goods.” 


Contrary to a point of view which regards price reductions in a 
period of declining demand as undesirable on the grounds that buyers, 
anticipating further price reductions, will hold off on their purchases, 
Dr. Katona has found that, in the eyes of consumers, price reductions 
are thought to be “‘to the ‘good’, If price declines are regarded as 
temporary, and if they are not accompanied by reductions in income, 
he said, they tend to stimulate demand. This was the case, for in- 
stance, in 1949. Survey data also show that in 1954 widespread 
awareness of the activities of discount houses and of high trade-in 
values created the notion that “‘this is a good time to buy” and pro- 
vided the spark to the boom in automobile and household equipment 
sales.” 

On automobiles the survey center’s studies indicated that the 
direction of consumer demand would be upward in 1955 and downward 
in 1958, and in each case of course they proved to be correct. As of 
the time of writing, the most recent survey, conducted in June 1958, 
shows no change in consumers’ intentions to buy cars as compared to 
December 1957. Commenting on the findings of this latest survey, 
a business journal stated that a favorable element in the current 
situation is buyer confidence stemming from ‘a growing conviction 
that prices must be heading down.” 

The researchers wound up this survey with one positive conviction. Today’s 


consumer is holding back from buying because he feels pinched, not because he is 
fed to the teeth with goods * * *, 


* * * * * * * 

What happens to prices in the next months promises to be crucial. Consumers 
expressed far less concern about inflation than they felt a year ago. They are 
convinced that in a period of oversupply prices must go down.® 

These surveys also shed light on the buying power and desires of 
various classes of consumers which constitute separate components 
of the automobile market, i. e., the “stratification” of the market, 
Thus it has been found not only that there is a sizable demand for a 
second car but that consumers do not want a large expensive model 
for their second car. According to Dr. Katona the Center’s surveys 
have shown that, as compared to the 7 million families now owning 
two cars— 


The number of those who would like to be a two-car family is still larger. Here 
is a great opportunity to American industry. Here is a great factor for future 
prosperity which, up to now, has been missed.” 


As to the type of car wanted— 


The notion that any American family wants to show off with two big cars is just 
psychologically utterly improbable. One large car, used for traveling, vacation 


“ Gib” pp. 3112-3113. 
Cf. ibi . 3117-3118. 
* Business eek, poe 19, 1958, p. 75 (italic added). 
. © Hearings, p. 3122. 
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trips, one large car to compete with the Joneses is enough. The second car should 
be a utility ear.” 


Another method of analysis employing advanced concepts consists 
of what are known as cross-section studies. These are detailed 
analyses of the consumption of a given product, by income group, 
geographical location, type of household, etc., at a given point in 
time. While they can be used as a basis for examining the effects of 
income on ownership, they are of little value in indicating the effect 
of price on demand.” 

The most complex type of analysis consists of studies of ‘the 
elasticity of demand.” These studies have as their objective the 
measurement of the effect on sales of a given change in price or income. 
They employ elaborate mathematical formulas and are based on 
actual experience over long periods of time. The approach to the 
problem which they embody was well described in hearings before the 
subcommittee by Prof. Gregory C. Chow: 

* * * You can always find some casual observations, you look at some part 
of the evidence and you say, look at this case, the price has not changed, but the 
people’s consumption or people’s purchases have changed. 

You can always look at some partial evidence observed, let’s say, in a period 
of I’year' * *'*. 

This kind of human behavior in such short periods and also observed partially, 
this kind of evidence, it seems to me can be used to contradict anything and to prove 
anything. 

I think that the important thing to do would be to look at the response of 
automobile sales to changes in price and income through a period of a number 
of years, and see whether we can find consistency in behavior. Iam sure you can 
find some part of behavior, something that has occurred to contradict what one 
says and I think that economics has not come to the stage where we can explain 
every little phenomenon that you read in a newspaper.” 

Studies of the elasticity of demand 


In these studies what is measured is the extent to which changes in 
price (or income) atte ct sales.”* The elasticity of demand is thus the 
percentage rate of change of quantity with respect to price, 1. e., it 
shows by what percentage quantity will change with a 1 percent 

change in price. 

Although they represent the most comprehensive and carefully 
conceived approach to the problem, these studies are not without 
certain inherent limitations. For one thing they cannot be any better 
than the data on which they are based; and the basic data, which 
are almost invariably compiled fer other purposes, usually have certain 
shortcomings that limit a use fulness for demand studies. Then, 
too, conditions must not be beyond the range of experience of the 
period in which the demand study is based. For example, in the base 
periods used in the various studies of elasticity of demand, a substan- 
tially greater range of cars with respect to price, quality, and style 
was available to “buyers than is true today. Confronted with the 
recent upgrading of the “low-priced three’ into the middle-price 

1 Tbid., p. 3127. 

71 Sce H. 8. Houthakker and John Haldi, Household Investment in Automobiles, Preliminary Results 
of a Cross-Section Analysis, Department of Economics, Stanford University, Stanford, Calif. (November 
1957), mimeographed; P. E. de Janosi, Factors Influencing the Demand for New Automobiles: A Cross- 
Section Analysis, unpublished Ph. D. dissertation, University of Michigan (1956); and R. A. Bandeen, 
Automobile Consumption, 1940-50, Econometrica, vol. 25 (April 1957). 

™ Hearings, p. 3185 (italic added). 

™% When the term “elasticity of demand” is used in this chapter, it refers to the elasticity with respect to 
price unless otherwise specified (e. g., the elasticity of demand with respect to income). 


™ Cf. e. g., memorandum of Dr. John M. Blair on the limitations of the BLS retail price index on auto- 
mobiles for the purpose of demand studies (ibid., appendix, pp. 4000-4002). 
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bracket and the virtual nonexistence of low-priced American makes, 
can the consumer be expected to react to a price reduction in the same 
manner as he did before this upgrading took place? 

But because, with all their limitations, these studies represent the 
most objective and well-founded method of analysis, their techniques, 
underlying concepts, and results will be discussed at some length in 
this chapter. 


Special characteristics of durable goods 


Durable goods, such as automobiles, have certain characteristics 
not present in perishable goods which must be taken into account in 
any analysis of the elasticity of demand. Consumers, at least in the 
abstract, do not buy commodities for the purpose of just having them 
around. They buy them for the satisfaction or utility which these 
commodities will give them. An article of food yields utility only 
in the eating and disappears in the process, whereas an automobile 
yields utility over many years. Thus, there is a significant difference 
between the demand for food and the demand for new automobiles. 
Price, income, etc., affect. the demand for the flow of satisfaction 
which the commodity yields and not the new purchases of the com- 
modity itself. In the case of food, the correspondence of the flow of 
satisfaction and new purchases can be made easily, since the act of 
obtaining utility from a unit of food results in its destruction. But 
in the case of automobiles no such correspondence can be made. A 
consumer can obtain a flow of satisfaction or utility by buying a new 
car, by buying a used car, or by simply holding on to the car he already 
owns. Though new-car purchases cannot be equated directly with 
the factors which influence demand, the ownership of automobiles 
can be so equated, but ownership must be taken in a very special sense 

Some authorities have felt it desirable to place automobiles of 
different ages on a comparable basis, the position being simply that a 
1958 car is a different thing from a 1948 car. Ownership thus becomes 
possession of cars of roughly comparable age and quality. 

The relation between new purchases and price and income may be 
derived from the relation between ownership and these factors. Con- 
ceptually, new purchases must be so derived, for the demand for any 
durable goods, automobiles included, is the demand for ownership and 
not new purchases. 

Unless a commodity under consideration is perfectly durable, like 
a diamond, the level of ownership cannot be maintained at a stable 
level without new purchases. The reason is simply that most com- 
modities, including automobiles, depreciate over time. If the depre- 
ciation rate is 25 percent per year, one-quarter of the existing owner- 
ship of automobiles disappears each year. Assuming that ownership 
is being used in the technical sense of ownership of comparable units, 
that one-quarter must be replaced by new purchases if the level of 
ownership is simply to be maintained. In loose terms, the demand 
for new automobiles under the conditions described is nothing but 
replacement demand. For example, if the ownership of automobiles 
were equivalent to 24 million new-car units and the annual rate of 
depreciation were 25 percent, about 6 million new-car purchases would 
be needed to maintain the level of ownership. Any increase in the 
level of ownership would require purchases in excess of 6 million, 


29314—58——10 
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Obviously, new purchases of durable goods are typically smaller 
than ownership. This fact leads to a ‘‘magnification”’ of the effects of 
price, income, and other factors on new purchases as compared with 
their effects on ownership. Such magnification of effects has been 
subsumed under the technical phrase “acceleration.” The way in 
which magnification or acceleration works can be illustrated by the 
following numerical example: Suppose the price elasticity of demand 
for automobile ownership is —0.6, i. e., a 10 percent increase in price 
would have the effect of reducing ownership by 6 percent. If the 
ownership of automobiles amounts to 24 million new car units and 
depreciation is 25 percent per year, 6 million new cars will be purchased 
for replacement in the absence of any changes in price, income, or other 
factors affecting ownership. But if price increases by 10 percent, 
consumers will, with an assumed price elasticity of —0.6, wish to 
reduce their ownership level by 6 percent, or 1.44 million cars. They 

can do this by buying fewer than 6 million new cars. If the entire 
adjustment of ownership is made in 1 year, only 4.56 million new cars 
will be purchased. This represents a decline of 24 percent in new car 
purchases. The elasticity of new car purchases with respect to price 
is thus —2.4, or 4 times the price elasticity of ownership.” 

The exact degree of magnification which takes place depends on two 
factors: (1) the annual rate of depreciation, and (2) the extent to 
which consumers make the full adjustment in their ownership level in 
any 1 year. This last factor is of special importance for durable 
goods in general, and automobiles in particular. In the above 
example it was assumed that consumers make full adjustment within 
a year. For various reasons, however, there may be delays so that 
full adjustment does not occur within a 1- -year period. Thus con- 
sumers may be thought of as moving toward an “equilibrium” level 
of ownership but not attaining their goal in a 1-year period. 

Automobiles are distinguished from other commodities, both 
perishable and durable, in the magnitude of expenditure involved. 
No other commodity except a house requires such a large initial outlay 
relative to the typical consumer’s income or his accumulated savings. 
Because of the size of the expenditure, and because consumers may 
have previously committed substantial portions of their incomes, it 
may not be possible for a consumer to increase his level of ownership 
as rapidly as he might like to, as a result of a change in income or 
price. Moreover, most consumers have relatively small savings.” 
Thus even if, because of lower prices or higher incomes, they wish to 
maintain a higher level of ownership, they cannot do so unless credit 
is readily available at favorable terms. Howeve er, easy credit terms 
cannot significantly affect new purchases when price has risen or 
income has fallen and ownership is therefore declining. A consumer 
does not usually need credit to hold on to his old car. 

Another characteristic of automobiles which may delay upward 
adjustments is the transactions cost involved in their purchase. 
Transactions costs exist, of course, for other items of purchase, e. g., 
the broker’s fee that one pays in the purchase of a share of stock. The 
transactions costs involved in purchasing an automobile are relatively 
larger and more difficult to measure. 

75 A similar computation can be carried out to show the magnification of the income elasticity of demand 


when new purchases are considered. 
% Cf. ch. 7, p. 153. 
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The causes of delays in downward adjustments are more difficult to 
disentangle, and indeed there are grounds for believing that such delays 
are much less pronounced than delays in upward adjustments.” 
It is obvious that previous commitments of income do not place any 
restriction on the act of reducing a level of ownership. This can be 
accomplished regardless of whether one’s income is committed in 
buying a TV or a refrigerator. The fact that consumers may have 
their income committed t to the purchase of other items in no way keeps 
them from reducing their ownership of a durable good, if because of a 
decrease in income or increase in price they are motivated to do so. 
Insofar as transactions costs are concerned, it would seem that because 
no transactions costs are involved in not buying a car, transactions 
costs can have little or no effect in delaying downward adjustments in 
ownership.” 

The statistical studies.—Six major studies have been made of the 
elasticity of demand for automobiles which utilize historical data; 
they are those of: (1) P. de Wolff,” (2) M. J. Farrell,” (3) C. F. Roos 
and V. von Szeliski,* (4) L. J. Atkinson,” (5) G. C. Chow,® and (6) 
D. B. Suits. Neither Mr. de Wolff’s study nor Mr. Farrell’s study 
lends itself to easy interpretation in terms of the price elasticity of 
demand for new cars. Chow and Suits testified before the subcom- 
mittee and their testimony will be discussed later. The studies by 
Roos and Von Szeliski and Atkinson are based entirely on pre-World 
War IT data, and are briefly summarized here. 

In 1939 General Motors Corp. published Roos and Von Szeliski’s 
now classic study of automobile demand. Their study is long and 
quite complicated ; however, they have provided a summary which 
is quoted in full: 


From the demand standpoint, the outstanding characteristic of passenger auto- 
mobiles and other durable goods is their durability. In consequence, consumption 
of these goods is dissociated from purchase and ordinarily extends 5 to 15 years 
beyond the date of acquisition. Consumers’ car stocks thus take a prominent 
part in determining new-car purchases. The demand situation is quite unlike 
that for perishable goods, in which the part played by consumers’ stocks is negli- 
gible. Additions to consumers’ stocks of automobiles, or new-owner sales, depend 
chiefly on the difference between the actual car stock and the maximum ‘stock or 
ownership level attainable under current conditions of income, price, operating 
costs, and car life. 

The concept of a variable maximum ownership level is of primary importance 
in the automobile industry because when car ownership is near the level of maxi- 
mum ownership and a decrease in national income occurs, the effect is to make 
the market suddenly saturated. A consequence is the elimination of new-owner 
sales, and even the forcing of liquidation of part of the consumers’ car stock. It 
is found by statistical analysis that a 1-percent increase in supernumerary income 
(national income less direct taxes and necessary living cost) would raise the maxi- 
mum ownership level by about 0.4 percent. Income ch: nges also affect repli ace- 
ment sales, and a 1-percent increase in supernumerary income would increase 
replacement sales by about 1.2 percent. The overall effect of income on total 


™ Empirical evidence presented below supports this thesis. 

78 Cf. appendix A, technical notes. 

7% P. de Wolff, The Demand for Passenger Cars in the United States, Econometrica, vol. 6 (January 1938), 
pp. 113-129. Published earlier as De vraag naar personeauto’s in de Vereenigde Staten, De Nederlandsche 
Conjunctuur (November 1936). 

® M. J. Farrell, The Demand for Motorcars in the United States, Journal of the Royal Statistical Society, 
vol. an series A (1954), pp. 171-193. 
F. Roos and Victor von Szeliski, Factors Governing Changes in Domestic Automobile Demand, 
The ‘naiaies of Automobile Demand (New York: General Motors Corp., 1939), pp. 20-99. 

&L. Jay Atkinson, Consumer Markets for Durable Goods, Survey of Current Business (April 1952), 
pp. 19-24. 

% Gregory C. Chow, Demana for Automobiles in the United States (Amsterdam: North Holland Pub- 
lishing Co., 1957). 

4 Daniel B. Suits, The Demand for New Automobiles in the United States, 1929-56, article to be pub- 
lished in the Review of Economics and Statistics. 
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new-car sales, newfowners as}well"as replacement, appears{to}be"that a 1-percent 
change in income causes a 2.5-percent change in sales. When consumer car stocks 
approach the maximum ownership level and the quality of these stocks is high, 
new-car sales can be drastically lowered by moderate declines in income. 

The influence of price on replacement sales is such that with each 1-percent 
increase in price, replacement sales tend to decrease by 0.74 percent (without 
allowance for possible correlation of price with operating costs). The overall 
effect of price on combined new owners and replacement sales (after allowance 
for intercorrelation of price with operating costs) appears to be that a 1-percent 
decrease in price increases sales by between 1 and 2 percent, depending upon the 
degree of saturation of the market. A figure of 1.5 can be accepted as a fair 
average value of the elasticity of demand with respect to price under current 
conditions. 

Automobile sales can be explained with an average error of 4.17 percent for 
the period 1919-37 with the above factors and without taking into account 
such factors as changes in financing plans, dealers’ used-car stocks, highway 
carrying capacity and style.® 

In an article on durable-goods demand published in April 1952, 
L. Jay Atkinson presents a brief statistical study of the demand for 
new passenger cars.** He obtained a price elasticity of —1.4 and 
an income elasticity of +2.5. All the studies discussed in this chapter, 
with the exception. of Atkinson’s, rest, more or less, on the foundation 
that ownership is considered as basic, and new purchases are derived 
from ownership. His analysis relates new private passenger-car regis- 
trations per 1,000 household to 4 variables: (1) real disposable income 
per household in 1939 dollars, (2) percentage of current to preceding 
year real disposable income in 1939 dollars, (3) ratio of average retail 
price of new automobiles to the BLS Consumer Price Index, and 
(4) average scrappage age. For the period 1925-40, Atkinson’s 


analysis explains 98 percent of the variation in new-car purchases. 
Predictions based on his analysis for recent years in the postwar period 
are reasonably accurate, as can be seen below: 


TABLE 25.—New car registrations in the United States, actual and computed by a 
formula of Atkinson ! 


Actual | Computed | Percentage 
difference 


Millions 
6.3 
6. 5 | 


6.0 





1 Calculations made by the subcommittee staff. 


85 Roos and Von Szeliski, op. cit., p. 20. Several points are worthy of mention in connection with Roos 
and Von Szeliski’s study: (1) Although their basic concept of automobile demand relates primarily to owner- 
ship (what they call ‘‘consumers’ car stocks’’), this is in terms of absolute numbers of automobiles, adjusted 
in no way for age or make. (2) The concept of a ‘‘variable maximum level of ownership”’ is introduced and 
is crucial to their discussion. Although this concept is quite elaborate, it has close affinities to the ‘‘equilib- 
rium” level of ownership discussed above. The delays in upward and downward adjustments can be 
thought of as delays in reaching a given maximum ownership level. (3) The relation of new-car purchases 
to price and income is not derived from the relation of ownership to price and income, but the method of 
analysis which Roos and Von Szeliski employ makes clear that the underlying relation is the latter. In 
other words, their analysis is basically within the framework outlined in the preceding sections of this 
chapter. (4) Roos and Von Szeliski indicate that on the basis of their results the figures —1.5 and +2.5 
represent the best estimates of the price and income elasticities of demand for new purchases, respectively, 
although the process by which they determine these figures is rather complicated. 

86 Atkinson, op. cit. 

8? Atkinson’s introduction of average scrappage age does leave some room for an interpretation of his 
analysis that regards new-car purchases as derived from the demand for automobile ownership. 








~~ 
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The statistical investigations of Chow and Suits 


The studies of Dr. Gregory C. Chow, of the Massachusetts Institute 
of Technology, and Dr. Daniel B. Suits, of the University of Michigan, 
have been singled out for more detailed discussion, principally on the 
grounds that they are the two most recent analyses and the only 
studies incorporating post-World War II data. 

Professor Chow finds the price elasticity for new-car sales to be 
—1.2 and the income elasticity to be +3.0. These elasticities are 
derived from the elasticities between ownership and price and income: 

To understand the mechanism governing sales of automobiles, first of all, we 
have to understand the mechanism governing automobile ownership. 

People buy automobiles because they want to use automobiles, and their wants 
are satisfied not only by the new cars that they have just bought, but by the total 
number of automobiles in existence. So that the demand for automobile services 
actually is a demand for automobile ownership rather than the demand for 
purchase. 

The demand for purchase is derived from the demand for automobile ownership.® 


In obtaining his figure for total car ownership, Chow adjusts for age 
in the following manner: 

* * * the measure of automobile ownership really depends on how much the new 
car is worth as compared with the used cars, and I have observed the relative 
prices of automobiles of different age groups at one point in time. 

I have found that, historically, approximately 25 percent is depreciated in a 
year, roughly speaking, so that if we count a new car as 1 unit, we will count a 
l-year-old car as one 0.75 unit, and a 2-year-old car as 75 percent of 75 percent, 
or something like a half unit.\* * * ® 

In his analysis, which covers the period 1920-41 and 1948-53, Chow 
relates ownership per capita in this sense to the average price of all 
cars, new and used, deflated by a general price index,” real disposable 
income per capita, and the ownership of automobiles the preceding 
year. He thus takes account of four of the major factors anne 
the demand for any commodity: its price, the general price lev 
consumer income, and population.". The way in which Chow has 
allowed for delays in adjustment assumes that such delays are the 
same, no matter in which direction the adjustment takes place, As 
indicated above, there are strong reasons for believing that the delays 
are less marked in a downward direction. 

In describing his results on the income and price elasticities of the 
demand for ownership, Chow said: 

I have estimated that for every percent increase in per capita income, automobile 
ownership would be increased by 1% percent. 

_ How about the effect of price? I have also estimated that for every percent 
increase in price, there will be [a] 0.6 percent oe in automobile ownership; it 
would decrease people’s desire of ownership by 0.6 percent.” 

Since he assumes that the ownership level depreciates at the rate of 
25 percent a year, the elasticities for new-car sales would be 4 times the 
ownership elasticities, or 2.4 for price and 6 for income. However, 
for the reasons described earlier (principally other commitments and 
transactions costs), he assumes that consumers do not fully adjust 

88 Hearings, p. 3171 (italic added). 

8 Tbid., pp. 3171-3172. 

% The implicit gross national product deflator obtained by the Department of Commerce in their con- 
struction of the national income estimates 

% The last-mentioned variable, the ownership of the preceding year, is introduced to allow for depreciation 


and delays in adjustment in the level of ownership. 
® Hearings, p. 3173. 
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their level of ownership to changed prices and incomes within a 1-year 
period. He testified: 

The responses of 6 percent to a 1-percent change in income and 2.4 percent toa 
1-percent change in price would result if the consumers adjusted their car owner- 
ship to the desired [or equilibrium] level at once. Butthey donot. Time elapses 
between decision and the act of purchasing. But more important is the cost 
involved in making a transaction. No one will change his car to a better one 
the moment his income increases, and to a cheaper one the moment his income 
drops. If he does that, he will be spending quite a bit of his time and money with 
the automobile dealers. I have found that about half of the desired change in 
ownership is achieved in 1 year. This means that a 1-percent change in income, 
while raising the desired ownership by 1.5 percent to be achieved in due course, 
will raise actual ownership only by 0. 75 percent in the current year. Therefore, 
the percentage response in sales within 1 year to a 1-percent rise in income during 
that year will be only 3 percent, and not 6. Similarly, the response of sales to 
price will only be 1.2 percent, and not 2.4.% 

This, of course, assumes that delays in adjustment are symmetrical 
with respect to the direction of adjustment. In a memorandum 
inserted in the record,“ Dr. John M. Blair, chief economist of the 
subcommittee, pointed out that although there are grounds for sup- 
posing that delays do exist in both upward and downward adjust- 
ments in ownership, there are convincing reasons for believing that 
these delays are asymmetrical, i. e., that the rates of adjustment 
differ for upward and aeuseeel adjustments. The factor of other 
commitments is not operative in downward adjustments, while trans- 
actions cost is operative to a lesser degree in downward than in up- 
ward adjustments. ‘The subcommittee staff did not have the time or 
the resources necessary to assess the full effects of this possible modifi- 
cation of Chow’s results. However, it was possible to make a com- 
parison between the results obtained by Chow’s method in which it is 
assumed that only half of the adjustment is made in 1 year and those 
secured by an alternative method in which the extreme assumption 
is made that no delay occurs ne new car purchases are declining. 
Chow’s elasticities of —0.6 and +1.5 for ownership with respect to 
price and income constituted the underlying basis of the calculations. 

Since 1921 there have been nine year-to-year downturns in new car 
purchases. The downturns in 1923-24 and 1953-54 were relatively 
minor, amounting to less than 10 percent, and were accordingly 
omitted. For each of the downturns, percentage changes in price and 
in income were computed. On the basis of these changes, the per- 
aw changes in new car purchases were computed by two methods: 

yA rice elasticity of —1.2 and an ine ome elasticity of +3.0 
were fd to the percentage changes in price and income, respec- 
tively. The resulting percentage changes were then summed to 
obtain the calculated value of the percentage change in new car pur- 
chases. The result is carried under the column labeled ‘Predicted 
by Chow’s method” in the table. 

(6) When the direction of price change was upward, an elasticity of 

—2.4 was applied; when it was downw rard, an elastic ity of —1.2 was 
applied. When the direction of the income change was downward, 
an elasticity of -+ 6.0 was applied; when it was upward, an elasticity 
of +3.0 was applied. The price and income effects were summed and 
the result is carried in the last column of the table labeled ‘Predicted 
by alternative method.” 


% Ibid., p. 3192. 
% Ibid., appendix, pp. 3995-3997. 
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TABLE 26.—Per capita new car purchases, actual percentage changes, and predicted 
by 2 methods 





Actual Predicted | Predicted by 
Years change by Chow’s alternative 

method method 

Percent Percent Percent 
—23.6 —5.2 —16.7 
—35.0 —3.5 —28.4 
—28.8 —28. 6 —72.5 
—42.7 —48.0 —96. 6 
—44.6 —55.7 —100,0 
—21.4 —6.9 —13.8 
—19.2 —3.3 —10.5 
—18.4 +1.9 +.4 
—29.8 —14.9 —29.8 





1 The 1957-58 estimates were derived by assuming new car purchases in 1958 of 4,200,000, a decline in real 
disposable income per capita of 3.4 percent and a price increase of 3.9 percent in real terms, 


Of the 9 downturns, the alternative method yielded better results 
in 6, though in 1, 1955-56, both were in error as to the direction of 
change.” The only downturns in which Chow’s method, per se, 
proved superior were those of 1930-31, 1931-32, and 1937 -38. Each 
of these was a year of extremely depressed economic activity. A 
possible explanation for the better results yielded by Chow’s method 
for these years, might be that in a period of extreme depression 
the ownership of automobiles, defined in Chow’s terms, would be re- 
duced to relatively iow levels. This means that only the hard-core 
users of transportation services from privately owned automobiles 
were effectively in the market for cars. Consequently, the basic 
ownership elasticities of demand must have been lower than the —0.6 
price elasticity and the +1.5 income elasticity which Chow obtained 
over the long-run period of 1921-53. In those years of deep depres- 
sion Chow offsets his too-high elasticities for ownership with his 
downward adjustment for new car purchases. Under the alternative 
method the overstatement in the elasticity of ownership is not offset, 
and consequently the decline in car sales during such years is over- 
stated. 

There is thus a reasonable basis for assuming that the experience of 
the deep depression years was atypical (except for downswings of 
comparable severity), and that the evidence supports the hypothesis 
that adjustments to changes in price and income are asymmetrical, 
with the downward adjustments in stock and purchases taking place 
more rapidly than upward adjustments. The showing for 1957-58 
rather strikingly confirms this view. The inference w ould be that in 
periods of economic decline (except at the bottom of a severe depres- 
sion) the elasticities arrived at by Professor Chow are conservative.” 

His elasticities as well as those of the other students of the problem 
are conservative for still another reason: they ignore the so-called 
secondary effects on income of price-induced changes in production— 

% In 1950-51 and 1951-52, production of automobiles was curtailed owing to the restrictions imposed - 
the Korean conflict on the use of certain raw materials for non-military production. In these years, bot 
Dr. Chow’s method and the alternative method significantly understate the true decline; however, Chow’s 
prediction errs by more than the alternative prediction. 

% This may have been due in part to a greater-than-expected decline in actual sales. The decline in 1956 
sales is widely attributed to a reaction from the extremely high level of 1955; part of the record sales in 1955 
were, it is held, “‘borrowed,” particularly through unusually liberal credit terms, from normal sales in 1956. 

% An additional reason for supposing Chow’s estimates to be conservative is that the prices of new and 


used cars do not always move proportionately to each other and to the average price 4 hich Chow used in 
his analysis. Chow had this to say on this point in his prepared statement before the subcommittee: 











142 ADMINISTERED PRICES—AUTOMOBILES 


effects which cannot be measured. As was pointed out in the sub- 
committee’s report on steel: 


The automobile workers who lose their jobs because of a price-induced reduc- 
tion in automobile output lose their ability to purchase cars, as do the workers 
who would have been employed in making the steel that would have gone into 
those cars, and so on. Since the production of automobiles is a vast industry, 
this secondary effect cannot be disregarded.® 


Dr. Suits’ investigation concerns new purchases entirely, although 
the framework of his analysis does include elements which allow new- 
car purchases to depend indirectly on ownership. Suits’ formulation 
is basically the same as Chow’s, except that population is excluded 
entirely, some measure of credit terms is introduced, and ownership is 
treated in absolute numbers rather than in age-comparable units.” 
His analysis covers the period 1929 through 1956, omitting the years 
1942-48. 

In view of the similarity in the formulation of Suits and Chow it 
is rather surprising that their statistical results turned out to be so 
different. Suits obtained a price elasticity of —0.6 and an income 
elasticity of +4.2 for new-car purchases. Thus his price elasticity 
is only half of that which Chow obtained and his income elasticity is 
nearly 40 percent greater. The difference appears to be due largely 
to two factors: (a) the use of different price series and (b) a statistical 
procedure employed by Suits which has the effect of causing his 
analysis to ignore the 30 to 40 percent of all cars not sold on credit. 
With respect to the former, Suits did not use the BLS retail price 
index for new automobiles, nor did he, as Chow did, use newspaper 
advertisements.' Instead, Suits constructed his own index by multi- 
plying the BLS wholesale index of new car prices by a retailers’ margin 
factor. Suits described his procedure and the rationale behind it to 
the subcommittee as follows: 


This price index is essentially a markup of the passenger and automobile part 
of the BLS wholesale price index which is somewhat more inclusive than the con- 
sumer price index component—this marked up by an estimate of the gross margin 
of automobile dealers. 

I think I can explain the matter this way: When a dealer sells a car he re- 
ceives in payment cash or a credit instrument of cash equivalent, and ordinarily, 
a used car of some value. This used car is then sold and again cash or credit 
instruments are obtained and generally another used car. This continues down 
until the cars of course are scrapped out at the bottom. 

The sum total of this operation is the way in which the dealer receives his 
payment for the new car. 

So that essentially what I have done is take the ratio of the average value of a 
new passenger automobile at wholesale, to the average receipts per new car sold 
of automobile dealers, receipts of both payments for new and used cars alike.? 

“Tnsofar as people’s ideas about the relative values of new and used ears are not exactly fixed, the initia 
tion of a 10-percent drop in new car price may lead to somewhat less than [a] 10 percent * * * drop in used 
ear prices. What will happen to new car sales in this case as compared with the case when the prices of all 
automobiles drop by 10 percent? New car sales will be somewhat greater since the ratio of their prices to 
the prices of used cars has fallen. In other words, an initiation of 10 percent drop in new car prices will 
have [a] possibly greater, not smaller, effect on automobile sales than 9 simultaneous decrease of the prices 
of all automobiles by 10 percent. This conclusion is further strengthened in a situation in which used car 
prices move in the opposite direction to new car prices. The response of automobile sales to changes in new 
car prices can only be greater than what we have indicated * * *”’ (hearings, p. 3194, italic sepplied). 

% Administered Prices Steel, S. Rept. 1387, 85th Cong., 2d sess., Subcommittee on Antitrust and Mo- 
nopoly, p. 61. For a further discussion of this type of effect see TN EC hearings, pt. 26, testimony by Mor- 
decai Ezekiel, pp. 13676-13694, January 1940. 

%” It should be mentioned, however, that Suits’ actual statistical analysis was in terms of changes in the 
variable mentioned, rather than, as in the case of Chow, in terms of the absolute levels of the variables. 

1 Despite Chow’s use of newspaper price quotations, his price series corresponds closely with the BLS 
series except for a few years following World War II. For these years Chow’s index is higher than the BLS 
series. In the early postwar years, as is well known, numerous devices existed for increasing the prices 
for new cars which did not affect the BLS series. Chow’s series may be considered roughly comparable to 
the BLS series except for the early postwar years. 

2 Hearings, p. 3197 (italic added). 
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Obviously, the price which is relevant to an analysis of the demand 
for new cars is the price of new cars, not the price of all cars, and cer- 
tainly not the margins on used cars. Moreover, it matters not at all 
how an automobile dealer receives the price of a new car; the important 
factor is the price of a new car, what he gets and what the buyer pays, 
and the margins on used cars can surely not be relevant to the pur- 
chaser of a new car. The whole question thus revolves around how 
good the price series constructed by Suits is for his purpose. A com- 
parison of this series with the BLS retail price index for new cars 
raises a number of questions. A memorandum inserted in the record, 
prepared by Dr. Browne of the subcommittee staff, shows (1) that 
one of the important series used by Suits is based primarily on the 
BLS retail price index for new passenger cars; (2) that this same 
series includes, during certain periods, expenditures on numerous 
items, such as house trailers, not relevant to the determination of the 
margins of dealers on new cars; (3) that the BLS wholesale price index 
which enters Suits’ calculation is considered by the Bureau of Labor 
Statistics itself to be less reliable than the retail price index; and 
(4) that the BLS series and Suits’ series move in different directions 
in several crucial periods such as 1955.3 In view of the fact that 
Suits bases his analysis on year-to-year changes, this last point is 
especially important. 

Thus, Suits does not free himself from the supposed shortcomings of 
the BLS retail price series, but in the course of his attempt to do so 
he introduces possibly extensive errors into his price series. 

With respect to the second factor, Suits’ use of data on average 
contract duration is unusual. Instead of using average contract dura- 
tion as a separate variable in his analysis de signed to explain year-to- 
year changes in new-car purchases, Suits divides real retail price by 
it and uses only the ratio of the two, i. e., he computes what he calls 
the “real monthly payment” and never introduces contract duration 
and price as separate variables. In the postwar period only some 
50 to 70 percent of all new automobiles purchased have been pur- 
chased on credit.* Thus, to imply as Suits does that a variable 
representing the monthly payment for a new automobile is the only 
effective “price” variable is somewhat misleading because not all 
purchases of new cars are made on time. Retail price and contract 
duration should exert separable and possibly different effects on new- 
ear demand.° 

In order to test whether Suits’ procedures had the effect of reducing 
the price elasticity of demand (which would tend to explain the 
difference between his elasticities and those of Chew), the subcom- 
mittee staff made a statistical analysis which was identical to that 
made by Suits, except in two respects: (1) The BLS index of retail 
prices of new automobiles ® divided by the BLS Consumer Price Index 

+ Tbid., pp. 3203-3207. 

‘ See chapter 7 on automobile credit. 

5 The objection can be put in slightly more precise, but also more technical form: By taking the ratio of 
real retail price to average contract duration in his analysis, Suits has restricted his results in such a way 
that the elasticity with respect to price, contract duration held constant, must turn out to be equal in mag- 
nitude to, but opposite in sign to, the elasticity with respect to contract duration, price held constant. 
Thus, in Suits’ analysis, it is found that a 1 percent increase in retail price results in a 0.6 percent decrease 
in new-car purchases, and a 1 percent increase in average contract duration results in a 0.6 percent increase 
in new-car purchases. Thus, the effect of dividing retail price by contract duration may be to reduce the 
price elasticity so obtained. 

‘The BLS retail price series for new automobiles extends back only to 1935. To carry out the analysis 
from 1929-41 and 1949-56, it was necessary to link the BLS wholesale price series for new automobiles to the 


retail series in 1935. Thus the figures 1929-34 were obtained from the wholesale series by assuming that the 
tatio of the two series was the same in all years prior to 1935 as it was in 1935. 
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was substituted for Suits’ own price series; and (2) average contract 
duration, as measured by Suits, was treated as a separate variable, 1. e., 
price was not divided by average contract duration, but average con- 
tract duration was included in the anglysis as a separate variable. 
The results of this analysis were as follows: The price elasticity of 
demand obtained was —1.2, identical with that which Professor 
Chow presented to the subcommittee. The income elasticity ob- 
tained was +3.9, which compares to the 3.0 of Chow. The elasticity 
of new purchases with respect to average contract duraticn was found 
to be —0.7. It is thus apparent that Suits’ use of a questionable price 
series and his division of price by contract duration had the effect of 
reducing the price elasticity which he obtained. 
Summary comparison of statistical findings 

The investigation of the quantitative effect of price and income upon 
new automobile purchases is a complex and difficult subject, about 
which much more needs to be known. However, there is a substantial 
measure of agreement among the various authorities, as can be 
seen below: 


TABLE 27.—Summary comparison of several studies of automobile demand 
{ I " J 


Elasticity of new purchases 
with respect to— 








Study pitt dip hinnietehn niin 
| Price Income 

Suits: | 
Oe eh adahbdonaeaenane chee —0.6 +4.2 
2. As reworked by the subcommittee staff_................-...-..--..--. —1.2 +3.9 
RE a ea AF se Ct en emamns —1.2 3.0 
ONT gS REARS LAR EE SERED PRET AOS Pe TES Sat eee ie | —1.5 | +2. 5 
I ne es ds octadcacsebluabtqeedatobesipeke —1.4 +2.5 





1 Per capita basis, 


Except for Suits’ original, analysis, the results presented in the 
table show price elasticities ranging between —1.2 and —1.5 and in- 
come elasticities ranging between +2.5 and +3.9. Because of the 
considerations which have been described above, a price elasticity of 
—1.2 appears to be a minimum estimate, particularly during a period 
of general economic decline. 

Alternatives for the future 

As noted earlier, it has been found in studies of the elasticity of 
demand that changes in automobile sales can be largely explained by 
changes in two variables—income and price. The former is ‘‘exoge- 
nous” to the automobile industry in the sense that there is little that 
the automotive companies can do outside of the area of prices, to raise 
the level of national and per capita income. The latter, however, 
is ‘‘endogenous”’ to the industry; it is within the power of the auto- 
mobile producers to affect changes in their sales by changing their 
price. It is true that all of the studies have shown automobile sales 
to be more responsive to changes in income than to changes in price. 
But it is also true that, aside from the indirect effects on income of 
price-induced changes in production, material changes in income 
cannot be brought about by decisions of the automobile producers. 

In appearing before the subcommittee, Dr. Chow presented a table 
which, using his elasticities of —1.2 for price and 3.0 for income, set 
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forth in summary form the percentage change in automobile sales of 
given percentage changes in per capita income and relative price.’ 
Again bearing in mind the sources of understatement in his procedure, 
an examination of the table suggests the range of alternative choices. 
Thus, if income remains the same, a 5 percent increase in price would 
mean a 6 percent decrease in annual purchases. If income fell by only 
2 percent, a 5 percent price increase would mean a decline of 12 per- 
cent. The combined effect of a 4 percent decrease in income and a 5 
percent increase in price would approach the dimensions of a ca- 
tastrophe—a decrease in purchases of 18 percent. 


TABLE 28.—Percentage changes in annual purchase of automobiles per capita as re- 
lated to percentage changes in income per capita and to percentage changes in the 
relative price of automobiles 





| Percentage change in income (per capita in constant 
Percentage dollars) 

change in 

| relative price 






































On the other hand, if income were to remain unchanged, the auto- 
mobile companies could increase sales 6 percent by reducing price 
5 percent. A price decrease of this magnitude would offset a 2 
percent reduction in income. If income fell by 4 percent and price 
remained unchanged, sales would drop by 12 percent; but if price 
were reduced by 5 percent the reduction in sales would be cut to 
6 percent. If income turned upward, rising by 4 percent, the auto 
makers could sell 18 percent more cars if they reduced their prices 
5 percent, but only 6 percent more if they increased their prices by 
this amount. 

These comparisons illustrate the range of choice available to the 
industry. Again it must be emphasized, however, that the figures 
should be regarded, not as precise forecasts, but as rough approxima- 
tions of the general magnitudes involved. The limitations of the 
underlying method, which have been described above, are such that 
the results can be used only with a considerable degree of caution. 

In view of the possibility of increasing automobile sales through 
price reductions, the question arises as to why manufacturers do not 
utilize this avenue of recovery at the present time. ‘The response of 
the automobile companies to this question is that they cannot lower 
prices and still maintain their present profit levels. The matter of 
overhead costs, discussed in the previous chapter, is important to an 
understanding of the manufacturers position on price reduction. 

It is recognized, of course, that a price reduction will decrease a 
company’s net revenues unless the combined effects of increased sales 


1 The price of automobiles adjusted by the Consumer Price Index. 
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and lower unit costs (as overhead is spread over the larger output) 
are sufficient to offset the adverse influence on profits of the price 
cuts themselves. Admittedly, the price elasticities of —1.2 or even 
—1.5 for the automobile industry are not high enough to insure this 
result. Thus, taking the industry as a whole, price cuts would in all 
probability reduce profits, given the present ‘magnitude of overhead 
expense in the automobile industry. This is not to infer in any way 
that price reductions would not give an individual firm a greater 
share of the industry’s total sales. As will be brought out later, 
cost-price relationships in the industry are now such as to invite the 
hsantie members of the Big Three to follow a policy of price reductions 
which the largest pr oducer could match only with some difficulty as 
long as it follows its present policy of making annual model changes.® 

The deceptively simple argument that high costs prevent any price 
reductions answers one question only to raise another: Why are costs 
so high? As was brought out in chapter 5, the explanation is to be 
found largely in the increase in overhead costs during recent years. 
As a result the major automobile producers now find themselves in a 
cul-de-sac of their own making. ‘The overhead costs which make it so 
difficult to reduce prices in a period of low sales result in large part 
from the shift from price to nonprice competition discussed earlier in 
this report. It is ironic that in their efforts to avoid the rigors of price 
competition the automobile producers now find themselves in reduced 
circumstances largely as a result of the high cost of the very type of 
competition whic h they have embraced. 

The data in table 29 afford some indication of the growth since 1937 
in certain expenses which account for more than half of General 
Motors’ current total overhead costs. All of the items in the table 
reflect the company’s emphasis on cost-inflating forms of nonprice 
competition. The figures for advertising and amortization of special 
tools, in particular, show the growing reliance placed upon style 
changes and promotion, rather than price, to sell passenger cars. Not 
even a most liberal allowance for the effects of general price inflation 
and increased volume can explain the more than fivefold increase in 
advertising expenditures and the tenfold rise in special tool amortiza- 
tion since 1937. 

* It should be noted that this statement refers only to the expansion in sales which could be expected 
from a reduction in price by the manufacturers. Senator Paul H. Douglas, appearing before the subcom- 
mittee on May 6, 1958, proposed that the automobile companies reduce their prices by 6 percent and that 
the Federal excise tax on passenger cars be reduced from 10 to 2.5 percent. Thus retail prices would fall 
by 13.5 percent, assuming that dealers maintained their customary percentage margins over wholesale 
prices. With a demand elasticity of —1.2, the level of annual sales could be expected to rise by more than 
16 percent as a result of the manufacturers’ price cuts combined with the proposed tax reduction. Senator 
Douglas, who is recognized as one of the most capable economists in the country, was confident that such 
an increase in sales volume would reduce unit overhead costs by at least as much as the 6 percent price 
reduction by the companies would reduce their unit revenues. 

®° That General Motors can be expected to continue with this policy is indicated by a speech given by its 
president, Mr. Harlow Curtice, on August 15, 1958: 

“The annual model change, while greatly misunderstood, is what distinguishes us from the people of 
other countries. 

“It represents our desire for progress. It is my considered opinion that the annual model change has 
been the most important single factor responsible for the growth and vitality of our industry. 

“Tt has made possible an annual volume of sales that never could have been achieved had cars remained 


in the hands of their initial owners during the period of their useful life’ (Automotive News, Aug. 18, 
1958, p. 68). 
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TABLE 29.—-General Motors Corp. selected elements of overhead costs, 1937, 1947, 1957 


eee of aaa 


1947 


General selling and administrative expense, total_.....---- : $156. 5 
Advertising (included in above) ‘ 

Amortization of special commercial tools 

Depreciation and obsolescence - ; 84.3 


Total. : | 2. 321.1 


| Federal Trade Commission, Report on Motor Vehicle Industry, 1939. 

3 Not available. 

’ Estimated expenditures in 1957 for national advertising (measured and unmeasured mediums), Ad- 
vertising Age, Aug. 25, 1958, p. 112. 


Source: Company reports to the Securities and Exchange Commission, except where otherwise noted. 


Where General Motors has led, Ford and Chrysler have followed, 
with a consequent proliferation of completely new models, dramatic 
styling changes and astounding pseudoengineering developments each 
year. By their own testimony the 3 largest automobile companies 
now spend well over $1 billion a year in styling, engineering, and special 
tooling for their frequent model changes. With the addition of adver- 
tising expenditures it appears that the Big Three are currently spending 
at least $1.2 billion to $1.3 billion a year to promote fictitious style 
obsolescence. It is by the reduction of these expenditures that General 
Motors and the other leading producers can serve both their own inter- 
ests and those of the country. If the sums which they now spend on 
nonprice competition were reduced sufficiently, substantial price cuts 
could be made without sacrifice of total revenue or profits. For illus- 
trative purposes, assume a wholesale price of the average car of 
$2,000.'° At the current rate of output of 4.2 million, this would 
yield a total revenue of $8.4 billion. What would be the effects on 
unit sales and total revenues if prices were cut by 5 percent ($100) 
or 10 percent ($200) as a consequence of corresponding reductions in 
unit overhead costs? '!' The range of possible answers to the above 
question, at price elasticities of —1.2 and —1.5 is shown in table 30.” 


TaBLeE 30.—IlIlustration of the effects of price reductions on passenger-car sales and 
total revenue, at estimated current sales of 4.2 million and esawy price of $2,000 


Price elasticity of demand 


—1.2 —1.5 


Reduction in unit overhead costs and price 


Sales Total bf Sales | Total 
(thousands| revenue dean ands | revenue 
of cars) (billions) of cars) (billions) 





5 percent ($100) 
10 percent ($200) 





10 The figure $2,000 is used in the example because ofits simplicity. It may be noted that Ford and General 
Motors reported average realized sale values of $2,120 and $2,213, respectively, for 1957 to the subcommittee. 
The current averages would be close to those for 1957 (since price increases on 1958 models have been largely 
offset by a marked shift of buyers from middle-priced to low-priced lines). Thus the actual average price is 
not too far from the figure used for illustrative convenience, 

1! Tt is assumed that existing dealers’ percentage margins are maintained, so that prices reflect the same 
relative reductions at the retail as at the wholesale level. 

2 Tt should be emphasized that the following analysis does not depend upon the choice of the base, 4.2 
million cars in this case. Starting from any other base, the percentage changes in unit sales and total revenue 
would be the same as those shown. With an original level of 6 million cars and an elasticity of —1.5, for 
example, a 10 percent price cut would raise unit sales by 900,000 to 6.9 million, and total revenue from $12 
billion to $12.4 billion. 
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With the conservative estimate of elasticity of —1.2, a reduction in 
overhead costs sufficient to produce a 10-percent price cut would pro- 
vide the industry with total revenue slightly more than that which it 
could expect without the price reduction ($8.5 billion versus $8.4 
billion). The reduction of revenue resulting from the price cut would 
be more than offset by the increase in the number of cars sold at the 
lower price. With more liberal estimates of elasticity, the increase 
in total revenue resulting from a price reduction would of course be 
even greater. Given an elasticity of —1.5, for example, a 5-percent 
price cut would raise revenue by $200 million, and a 10 percent cut 
would add $300 million to the revenue which would be received with- 
out the price change. 

If the automobile manufacturers were to follow such a course of 
action, it would benefit their consumers, their suppliers and their labor 
force without injury to their own financial interests. The benefit to 
consumers is obvious. By adding from 250,000 to more than 600,000 
cars (depending on the size of the price reduction and the elastic “ity 
of demand) to the current output level, the price reductions would 
expand employment and act as a stimulus to industries which supply 
parts and materials to the automobile manufacturers. Since the price 
cuts are assumed to have been brought about by equivalent reduc- 
tions in unit costs, the profit earned per car produced would not be 
affected. So long as average profits per car throughout the industry 
are now greater than zero, any increase in volume under the condi- 
tions outlined above would increase the total level of profits received 
by manufacturers over the level which they could earn before the 
price change. 

The next question is whether overhead costs could in fact be re- 
duced by the amounts required to eee price cuts of 5 or 10 percent. 
With a price elasticity of only —1.2, a price decrease of 10 percent 
would be feasible if annual expenditures for advertising and design 
changes were reduced by $600 million.” A decline of half this amount 
would easily permit a price reduction of 5 percent. Such sums may 
appear large, unless one recalls the rate at which expenditures for non- 
price competition have been increased in the past few years. Even 
if advertising and styling expenditures were $600 million below the 
current level, they w ould probably exceed the expenditures which 
prevailed as recently as 1953 or 1954."* At the 1953-54 levels, ex- 

penditures on design changes and advertising should be ample to cover 
any reasonable cycle of style changes and to provide buyers with the 
benefits of technological progress. With respect to advertising, it 
may be noted that General Motors, Ford, and Chrysler ranked first, 
third, and fourth among the 100 ‘leading advertisers in measured 
mediums in 1957." Had the expenditures of the three ¢ ompanies been 
reduced by half, General Motors would still have been the second 
largest adv ertiser in the country, and Ford and Chrysler would have 
been among the top seven. W ith respect to the cost of model changes, 

13 Total overhead costs in the industry would be reduced from an estimated $3.4 billion (see ch. 5) to $2.8 
billion. The former figure spread over 4.2 million cars amounts to more than $800 a unit, as stated pre- 
viously. The latter figure, spread over 4.7 million cars, reflecting the price cut, is less than $600 per unit. 
The reduction in unit overhead in excess of $200 is ample to allow a 10-percent price cut. 

4 See Ford’s Index of Model-Change Costs in the preceding chapter; Ford’s outlays for styling changes 
tripled from 1953 to 1957, and more than doubled from 1954 to 1957. Advertising Age reports of automobile 
advertising in 1956 showed an increase of 72 percent over the 1954 level and 110 percent above 1953 (Auto- 


motive News, 1958 Almanac issue, p. 82). 
16 Advertising Age, June 23, 1958, 
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if the amortization of special commercial tools by the Big Three in 
1957 were to be reduced by half, it would still be more than 30 percent 
above the average 1950-53 level.’® 

The opportunity of improving their market position by offering 
lower prices, based on reductions in overhead costs, should prove to be 
particularly attractive to Ford and Chrysler. The prevailing form of 
competition inevitably places these companies at a serious dis- 
advantage. Under nonprice competition, the relative position of each 
firm in the market tends to be determined by the amount which the 
company can afford to spend on styling and promotion rather than by 
economic values in the form of lower prices and better quality. 
Neither Ford nor Chrysler can hope to spend as much in aggregate 
amounts on design changes and advertising as General Motors. Both 
will inevitably encounter difficulties in trying to match General 
Motors’ recently announced policy of annual restyling for all of its 
lines. 

In the world of sports, it is axiomatic that a good big man can beat a 
ood little man, if the little man lets the big man aneek the game. 
‘ord and Chrysler can hold their own only if they play a game in 
which the result is not predetermined by the relative sizes of the 
contestants. Competition based upon manufacturing ability rather 
than on the amounts which can be spent on styling and advertising 
costs would be such a game. 

There can be no question as to the manufacturing ability of Ford 
and Chrysler. Both Ford and Chrysler are well above the size 
required for optimum efficiency. Their contributions in the past indi- 
cate that both are capable of making important innovations. Both 
pay about the same wage rates as General Motors and, presumably, 
the same prices for materials. There is, then, no reason to believe 
that General Motors possesses any significant advantage in manufac- 
turing costs over the two smaller companies. To the extent that 
Ford and Chrysler may have higher unit costs and lower profits than 
General Motors, the difference appears to be largely traceable to their 
attempts to compete with General Motors in the degree and fre- 
quency of styling changes and other promotional activities—the very 
types of competition in which General Motors’ size does give it an 
inordinate advantage. 

Why would it, therefore, not be to the advantage of Ford 
and Chrysler to refuse to emulate General Motors’ policy of making 
annual model changes, with annual price increases to cover tooling 
and styling costs? “Why would it not be to their advantage to keep 
their models basically unchanged for a period of years, use the same 
tools and dies, avoid the promotional costs involved in introducing 
new models every year, pass those savings on to buyers in the form of 

lower prices, and stress in their advertising the lower prices, the 
attainment of the real economies of mass production which their new 
policy makes possible, and the desirability of staying with a good model 
once it has been achieved—a practice followed to an extreme by such 
producers of fine cars as Rolls-Royce and Mercedes-Benz? 

The automobile companies appear to have three objections to such 
a course of action. In the first place, they contend that American 
buyers are basically not interested in low-price cars. The case in 
pomt usually cited to prove this contention is the experience of 


16 While it is recognized that the price of these tools has increased, so also has their productivity. 
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Chrysler with its 1953-54 models—smaller on the outside, bigger on 
the inside. Mr. L. L. Colbert, president of Chrysler, recounted his 
firm’s unhappy experience in trying to sell these models which were 
smaller and simpler in surface appearance than the offerings of Ford 
and General Motors: ‘‘Within 6 months we knew we had made a bad 
mistake.” ” After intensive advertising campaigns in which Chrysler 
“used every argument known to man to try to impress on the American 
public they needed a smaller car rather than larger ones,’’ the company 
resorted to price cuts in early 1953. This failed to improve volume. 
As Mr. Colbert admitted, however, even after the price reductions, 
Chrysler’s car prices were higher than those of Ford or General 
Motors." While Mr. Colbert’s testimony does nothing to prove 
the futility of either simplicity of style or price reductions, it does 
show the difficulty of trying to sell a small car at higher prices than 
larger, competitive models.” 

The second objection is that companies which do not make annual 
model changes lose out in sales to those which do. The experience of 
the first half of 1958 is cited as proof. Sales of Chevrolet, which 
underwent a complete model change, are down only 10 percent from 
the corresponding period of 1957; Ford, which did not have a com- 
plete model change but a major “face lift,” has suffered a decline in 
sales of about one-third; sales of the 1958 Plymouth, which is virtually 
indistinguishable from the 1957 model, have sunk by nearly 50 per- 
cent.” It is dangerously easy to jump to the conclusion that the 
current market positions reflect these differences in styling effort. 
Instead, what the market reflects is the fact oar all three lines rose in 
price by about the same amount from 1957 to 1958. All of the 

Chevrolet models of 2- and 4-door sedans, hardtops, and convertibles 
rose in price by more than $100, most of the increase ranging from 
around $125 to $150. All of the Plymouth models, except one, also 
had price increases ranging from about $125 to $150. Most of the 
Ford models showed similar increases, although a few were reduced in 
list price." When the industry offers a customer the alternatives of 
buying a new 1958 model as against a 1957 model “as is” or even with 
a “face lift” for the same price, surprisingly little motivational 
research is needed to predict the customer’s reaction. 

When any company neglects style changes in a year during which 
other companies do introduce new models, but nonetheless does raise 
its prices as if it, too, were bringing something new and different to 
the market, a loss of sales volume is to be expected. The suggestion 
made above is that some firm or firms hold off on a major model 
change, openly acknowledge the fact, and reduce prices to the fullest 
extent permitted by the substantial savings in styling, engineering, 
tooling, and promotional costs. There is no evidence to indicate that 
a company which did follow such a course of action would not improve 
its competitive position with respect to other firms which did increase 
their styling costs and prices. 

The third objection to the course of action outlined above is that 
General Motors would immediately meet the lower prices of Ford or 

17 Hearings, p. 2774. 

18 Hearings, p. 2776. 

19 In the 1954 model year, for example, P]ymouth’s stripped-down Plaza line sold for approximately the 
same prices as Chevrc'et’s middle 210 Deluxe model. 

20 Automotive News, August 11, 1958. 


21 The significance of these price reductions is lessened by the fact that, in a number of instances, equip- 
ment which was standard in 1957 was made optional in 1958, 
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Chrysler. This objection must be considered under alternative cir- 
cumstances. In matching the lower prices, will General Motors also 
match the policy on which they are based; i. e., will GM abandon its 
present policy of making annual model changes, stabilize its styles 
and, thus, its overhead costs, or will it continue with that policy and 
lower its prices despite the increase in costs inevitably incurred by 
model changes? Under the former, nonprice competition would 
largely be replaced by price competition. The success of the rivals 
would then be based upon their ability to produce efficiently—a plane 
of competition on which Ford and Chrysler can meet General Motors 
on relatively equal terms. 

Alternatively, if General Motors continued to make annual model 
changes but endeavored to match the lower prices of Ford and 
Chrysler, which did not do so, it would be laboring under a severe cost 
handicap. It would have incurred several hundred dollars of addi- 
tional costs per car not incurred by its rivals. And the greater the 
number of years in which GM made model changes while its rivals 
did not, the greater the handicap. The margin might be further 
enlarged if, through the economies arising from the stabilization of 
their product, Ford or Chrysler were able to effectuate actual decreases 
in their costs and prices. 

There is, of course, the possibility that, confronted with this 
challenge, General Motors might endeavor to subsidize its automotive 
operations by monopoly profit made in various of its nonautomotive 
operations. If it were to do so, the appropriate relief would, of 
course, be divestiture of its nonautomotive activities—a remedy which 
General Motors might not wish to invite. 

The course of action outlined here is essentially the same as that 
urged upon the automobile industry by the American Banker: 

Competition in frills, furbelows, and seeming necessities among automobile 
manufacturers has transformed Detroit into a dress shop with all the dangers of 


sudden shifts in public taste making a style as unpopular as a hoop skirt. 


* * * * * cd * 


You’ve got to simplify, Detroit. You’re running yourself and the public 
ragged with styling varieties that begin to reach infinity and take a multimillionaire 
dealer to carry in his stock. 

You can sell the public on simplicity of choice, if your price is right. You’ll 
begin to get production lines spinning efficiently again, make less money on each 
car, but make more on each day’s production than you’re making today. You’ve 
broken away from the basic principles of mass production and mass distribution— 
ea pesnciples which made American manufacture the envy and marvel of the 
world. 


* * * * * K * 
You’ve been led down the garden path by stylists and engineers who’ve spent 
more time dreaming up gadgets than working on things the public really wants. 
* * * * * * * 


What’s all this to do with bank methods, procedures, and equipment? Plenty. 
Ever finance a car through a bank? 2 


CHAPTER 7. AUTOMOBILE FINANCING 


For many buyers, perhaps the majority, the price increases for 
automobiles in the 1950’s have been obscured by the gradual relaxa- 
tion of financing terms. The full extent of the price rise may have 
passed unnoticed by those whose primary considerations were the 
size of the downpayment and the size of the monthly payments. By 





% Be Brave Detroit * * * Make It Simple!, the American Banker, February 26, 1958. 
29314—58——_11 
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stretching the payment period, the dollar amount of the monthly 
payments could be held constant, or even decreased, so long as there 
were still unused reserves of time. It is only very recently when the 
time limits have been reached that the bulk of the new-car buyers 
have faced the full effect of automobile price increases. 


History 

The automobile passed from the stage of being a rich man’s toy 
long before it became the poor man’s horse. It began developing 
into mass production prior to World War I. Prices were still beyond 
the cash-payment range of most people, however. The Ford sold pe 
$950 in 1909. By 1914, the “average unit value of automobiles 
the factory was $762.” For the same year, the annual wages for al 
industry average about $627. 

With a price ‘well above a year’s total income for industrial workers 
it was clear that the mass market would not be tapped on a cash 
basis. In 1915, the Commercial Credit Co. (which had been incor- 
porated in 1912) began financing the sale of automobiles. In that 
year, it purchased credit obligations in the amount of $17.6 million, 
covering both retail and wholesale transactions.” General Motors 
Acceptance Corp. was organized in 1919,” and did about $10 million 
of retail financing its first : year. Commercial Investment Trust Corp. 
purchased $91.5 “million of obligations in 1923,” the earliest year for 
which data are available. 

The standard pattern of time payments in the 1920’s was one-third 
down, with the balance to be paid over 12 months. There were some 
variations, of course, in lower downpayments and longer payments— 
up to 24 months—but these were apparently minor deviations from 
the pattern.” 

In the later 1930’s, the time-payment pattern had not gone much 
beyond 18 months. From 1936 to 1940, General Motors Acceptance 
Corp.’s financing of new cars showed from two-thirds to four-fifths 
at 18 months or less, and between 99 and 100 percent at 24 months or 
less.” In the same 5-year period, C. I. T. Financial Corp. financed 
between one-half and three- -quarters of the number of cars it handled 
on an 18-month or less basis. The higher priced cars, on the average, 
were financed for longer periods but rarely beyond 24 months.” 
Associates Investment Co. averaged somewhat longer periods, with 
its 18 months or less ranging between 60 percent and one-third of its 
retail new car business. Less than 1 percent of their total dollar 
volume, however, ran beyond 24 months.* 


The need for financing 

The necessity for financing car purchases still remains. ‘True, dol- 
lar incomes of consumers have risen greatly, but so, also, have prices 
of most commodities and services. Had the automobile of the 1920’s 
and 1930’s, the Ford model A, for example, been continued in pro- 
duction unchanged, its cost and price today would certainly be con- 


23 Seltzer, Lawrence H., A Financial History of the American Automobile Industry, Hart, Schaffner & 
Marx Price Essays, Houghton Mifflin Co., 1928, p. 51. 

% Douglas, Paul H., Real Wages in the United States, 1890-1926, Houghton Mifflin Co., 1930, table 147. 

25 Federal Trade Commission, Report on Motor Vehicle Industry, 1939 (76th Cong., Ist sess., H. Doe. 
No. 468), p. 936. 

2¢ Moody’s Bank and Finance Manuel, 1056, p. 1122. 

7 FTC., loc. cit. 

% Kennedy, E. D., The Automobile Industry, Reynal & Hitchcock, 1941 (New York), pp. 139, 173. 

2 GMAO’s response to subcommittee’s questionnaire, March 1958. 

%® Universal-C, I. T. Credit Corp.’s response to subcommittee’s questionnaire, April 3, 1958. 
%1 Associates Investment Co,’s response to subcommittee’s questionnaire, April 4, 1958, 
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siderably higher than in its heyday. The relationship of the price to 
the average family income would be lower, however, than that of the 
present car to the present income. As a result of a complex of fac- 
tors described earlier in this report, the increase in automobile prices 
has been greater than the increase in the general price level. 

Automobiles and houses remain the two largest purchases made by 
most families. The price of a house may range between 1% and 3 
times the family’s annual income, while the price of a new car may 
range between a quarter and an entire year’s income. Except for 
such rare occasions as the period at the end of World War II, most 
families still do not have sufficient liquid assets to purchase a new car 
for cash. For example, a study made by the Federal Reserve Board 
showed that 61 percent of new cars purchased by individuals in 1954, 
and 66 percent of such new cars purchased in 1955, were bought on 
credit.** 

The necessity for financing the purchases of new cars can readily 
be seen from another Federal Reserve Board series, shown in the fol- 
lowing table: 


TABLE 31.—Size of liquid asset holdings in early months of years 1948-58 


[Percentage distribution of spending units] 



































| | | | 
Size of holding ! | 1958 | 1957 | 1956 | 1955 | 1954 | 1953 | 1952 | 1951 | 1950 | 1949 | 1948 
a ae Se ei Be a Sa oe |. wal eel 
| | | | | | | 
Zero- Races | 25] 24] 28] 29 | 2 | 29 | 31} 28] 31] 2] 27 
$1 to $199. ..___- | 18] 17] 15] 17] 15| 16| 17| 16] 16] 16 15 
$200 to $499. - | 14 14} 12] 12] 18] 12] 13] M4] I] 33 13 
$500 to $999. ___. } 1} 12] 12] 10] 13] 11 9} 1] 10] 1 12 
$1,000 to $1,999... ee ae Oe ee ee Bi bi 2 wr 12 
$2,000 to $4,999__. | a3] 13 | 12] 12] 13 | ou 2} MW} 13] 12 12 
$5,000 to $9,999... __ dete 5} 6] 6 | 5 5 j 5 6 5 5 
$10,000 and over... -- Be ye Bovey Oe] 4; 4] 4 4; 3 3 3 3 4 
All cases... ; i 100 | 100 | 100} 100| 100 100 | 100 | 100 100 | 100 | 100 
| | 








1 Liquid assets include U. 8. Government savings bonds, checking accounts, savings accounts in banks, 
postal savings, and shares in savings and loan associations and credit unions; currency is excluded. Data 
prior to 1957 include also marketab!e U. 8S. Government bonds, which were held by about 1 percent of all 
spending units early in 1957. 


3 Preliminary data for early 1958 are based on the first 2,584 spending units interviewed and have not been 
adjusted for nonresponse. Adjustments in data for nonresponse will be made in subsequent tabulations 
based on the complete sample. Data for 1957 and previous years are based on complete surveys. 


Source: Federal Reserve Bulletin, vol. 44, No. 3, March 1958, p. 250. 


Over the entire 11-year period shown in the table, only 19 to 22 per- 
cent of the “spending units” ** reported liquid assets of $2,000 or 
more; some 41 to 48 percent reported liquid assets of less than $200, 
while 54 to 61 percent had less than $500 in liquid assets. With 
such a low proportion of the population holding liquid assets sufficient 
to pay for a new car for cash, and with such a high proportion barely 
able to make the cash downpayment, the continued necessity for 
financing is apparent. 





*% Board of Governors of the Federal Reserve System, Consumer Installment Credit, Part IV: Financing 
New Car Purchases (Washington: 1957), p. 29. 

% When purchases by commercial and industrial firms are included in the total, the percentage bought 
on credit was 57 percent in 1954, 62 percent in 1955, 67 percent in 1956, and 64 percent in 1957. Board of 
Governors of the Federal Reserve System, mimeographed monthly releases, series G-20, Sales Finance 
Companies. 

4 A “spending unit” is defined as all persons living in the same dwelling and related by blood, marriage, 
or adoption, who pool their incomes for their major items of expense. 
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Extension of maturity period 

The terms of financing have a powerful effect on the sale of autos, 
The amount of the initial cash outlay can be lowered by reducing the 
downpayment; the amount of the monthly payment can be lowered 
by extending the maturity period. This can be illustrated by the 
example of a 1958 Chevrolet 4-door Bel Air 8-cylinder sedan, cited 
by GMAC and the other 3 large finance companies. As sold to the 
customer, the car carried a total cash price of $2,547 base price, plus 
$448 for optional extras, plus $75 for freight, making a total of $3,070 
as delivered. 

Recalculating the exhibit using the conventional ‘‘add on” method,® 
placed here at 6 percent for finance charges, and adding also auto and 
credit life insurance for the entire period, the following table shows 
the effects of varying downpayment percentages and varying maturity 
periods: 


TaBLE 32.—Monthly payments on time purchase of a vehicle with total cash selling 
price of $3,070 at 6 percent add-on finance charge with appropriate automobile 
insurance and credit life insurance! for varying downpayments and length of 
contract 























Downpayment | Unpaid | Monthly payment with varying maturity periods 
eas ehh ioe ia oe a Swe Bn cat el i hil a dh a ee — 
balance | | 
Percent | Amount | 12 months | 18 months | 24 months 30 months | 36 months 
tah cata actin cat ii ict chia cabin oases lcctonateiat ccaanenegagaaical aaa 
"PE Sal eer eee $1, 228 $1, 842 | $171. 39 | $120. 31 $94. 88 $79. 61 | $69. 47 
Se binss~cebipieedel 1, 022 | 2, 048 189. 65 132. 84 104. 56 87. 56 76, 29 
Spit ocecpaiteltekie nana] 768 2, 302 | 212. 16 148. 29 am 49 97. 39 84. 70 
SR ee | 614 2, 456 | 225. 81 157. 66 | 123. 7 rT 103. 34 89. 79 
} 








1 Car insurance included: 12 months, $92; 18 months, $135; 24 months, $178; 30 menths, $218; 36 months, 
$257. Life insurance calculated at $0.325 per $100 per year: 12 months, $0.325; 18 months, $0. 4875; 24 months, 
$0.650; 30 months, $0.8125; 36 months, $0.975 (per $100). 


With a required downpayment of 40 percent, the buyer must pro- 
duce a used car and/or cash equivalent to $1,228, leaving an unpaid 
balance of $1,842. If he is able to pay this off in 12 months, his 
monthly payment will be $171.39, which will cover, in addition to the 
original unpaid balance, $92 for automobile insurance, $116 for finance 
charge, and about $7 for credit life insurance. 

If the buyer can make the 40 percent downpayment, but cannot 
meet $171 per month, he may choose to extend the payments for 36 
months. Here it should be emphasized that while the downpayment 
remains the same and the maturity period is 3 times as long, the 
monthly payment is considerably greater than one-third the payments 
on & 12-month contract ($69.47 versus $57.13). In the 36-month pay- 
ment contract he would pay $257 for automobile insurance (as against 
$92 for the 12-month contract); $378 for the finance charge (versus 
$116), and over $24 for credit life insurance (versus $7). When added 
to the original balance of $1,842, the total would thus come to about 
$2,501, which, when divided by 36 months, gives a monthly payment 
of $69.47. 

While the cost of the auto insurance varies only with the length of 
time the payments run, the finance charge and the cost of the credit 

% “Add on” finance charges are computed by multiplying the total amount owed by the product of the 
annual finance rate times the period of years, and then adding this total charge to the amount owed before 


dividing by the number of months to obtain the monthly payment. True interest is not added onto the 
original debt in this way, but is computed on the remaining amount owed each period, 
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life insurance increase both with the size of the unpaid balance and 
with the number of monthly payments. When the downpayment is 
reduced from 40 percent to 20 percent, the unpaid cash balance in- 
creases by $614. On the same 36-month basis, the payments increase 
by $20.32 per month, to an aggregate of $731.52. The extra $117 is 
composed of some $111 additional finance charge and about $6 extra 
for credit life insurance. 

In recent years it seems to be the consensus that the most important 
price considerations to the purchasers of durable goods are the size 
of the downpayment and the size (not the number) of the monthly 
payment.*® Given the low volume of liquid assets, the cash purchase 
of a new car was out of the question for about three-quarters of the 
population. Assuming that the old car plus a few hundred dollars 
cash would meet the downpayment, the real question to the average 
buyer was whether his monthly income was sufficient to cover the 
monthly payments and also meet other necessary commitments. 
As the price of the car was increased, the only way to keep the monthly 
payments within the monthly income of the buyer—who was also 
being confronted by price increases in food and other necessities— 
was by extending the maturity period. 





Maturity periods in recent years 

As stated earlier, the maturity period was generally limited to 12 
months in the 1920’s and only slightly longer in the 1930’s. World 
War II eliminated the problem completely for about 4 years, and left 
a large volume of liquid assets in the hands of consumers. The need 
for extending maturity periods in order to sell cars was nonexistent. 
Then, during the Korean emergency, sharp limitations on consumer 
credit terms kept the maturity period under control for another 2 
years. 

In 1948-51 maturities on installment sales of automobiles ia excess 
of 24 months were negligible. In 1952 there was a slight increase in 
financing based on longer maturity periods, but of the credit extended 
by the 4 largest finance companies, less than 13 percent of the face 
amount had final payments extending beyond 24 months But in 
the next 3 years longer term financing underwent an extraordinary 
increase. By 1954, over 45 percent of the new-car financing by these 
4 companies had maturities extending beyond 2 years. In 1955, the 
percentage went to over 69 percent, and in 1956 to 81 percent. The 
gente growth in total financing of new cars and the growth in 
the proportion with terms extending beyond 2 years during the 
period 1948-55 are shown in the following chart. 

The record of General Motors Acceptance Corp., the country’s 
largest automobile finance company, shows an added dimension to 
this change in the financing pattern. In 1951 under the restrictions 
of Regulation W (administered by the Board of Governors of the 
Federal Reserve System), 96 percent of their new car financing was 
for maturities of 18 months or less. By 1957, 49 percent was for 
periods greater than 30 months. 





% This fact was attested to before the subcommittee by a panel of dealers. Cf. hearings, pp. 3022. 
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CHART XII 


FOUR LARGEST AUTOMOBILE FINANCING COMPANIES 


DOLLAR VOLUME OF NEW AUTOMOBILE FINANCING, 1936-40* AND 
1948-57; DOLLAR VOLUME FINANCED FOR OVER 24 MONTHS, 
1948-1957** 
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More new automobiles were sold in the United States in 1955 than 
in any other year, before or since. New car registrations were 7.2 
million, compared with 6.3 million in 1950, 6 million in 1956 and 1957. 
From the material presented earlier it is clear that the explanation 
for 1955 did not lie in car prices, in consumer income, in stocks of 
cars on the road, in the amount of scrappage of old cars, or any other 
readily measurable factor. ‘The most reasonable explanation of the 
sharp increase in new car sales in 1955 appears to be the loosening of 
financing terms, particularly the extension of the maturity period. 








— 


aul 
7.2 


57. 


ion 

of 
her 
the 
r of 


, 


ADMINISTERED PRICES—AUTOMOBILES 157 


Technical conditions appear to have been reasonably favorable for a 
big financing year in 1955. Repayments had exceeded credit exten- 
sions in 1954, so that consumer debt for automobiles was slightly 
less at the end of 1954 than at the end of 1953. Interest rates to the 
finance companies (if not to the car buyers) declined in 1954. After 
the recession which began in 1953, employment, earnings and gross 
national product began to rise in the latter part of 1954. Given an 
urge to buy on the part of the public, a very active urge to sell on the 
part of the auto manufacturers and dealers, and the willing coop- 
eration on the part of the financing agencies, new car sales made 
history in 1955. There is some basis for believing they made too 
much history. As Mr. Dan Lino, head of the Automotive Finance 
Association, said in his appearance before the subcommittee in April 
1958— 

It is my belief that the current depressed demand for new passenger cars is the 
cumulative effect of automobile sales and credit excesses of the past several years, 
which have reacted to the national economic recession with a suddenness that 
emphasizes their severity.* 

General Motors Acceptance Corp. furnished the subcommittee a 
group of exhibits showing typical retail transactions on new cars 
discounted by them on a recourse basis, for 4 model years, 1955 to 
1958. The car, the options, and the insurance coverage were held 
as constant as possible; prices, finance, and other charges have 
varied over the period. The following chart shows in condensed form 
the data on a Chevrolet. 

The factory delivered price, without options, rose from $2,031 in 
1955 to $2,547 in 1958, an increase of $516, or more than 25 percent. 
The price of the options rose from $424 to $448, some 6 percent. 
Freight declined by $14, representing a change in the General Motors 
practice by which price was increased and fre ight billings were 
decreased.” Insurance rose from $97 to $110, represe nting both 
changes in basic rates and the higher price of the car.“ Finance charge 
rose from $214 to $286, an increase of $72, or one-third. This again 
results from both higher rates and higher automobile prices. 

The total cost to the buyer (assuming a 40 percent downpayment, 
computed on car, options, and freight) rose from $2,855 in 1955 to 
$3,466. This increase is $611. The downpayment itself increased 
from $1,018 to $1,228. The monthly payments, on a 30-month basis, 
went up from $61.25 to $74.59, a matter of $13.34. All three of these 
cost, downpayment, and monthly payment—rose 





21 percent. 

The finance charges were computed by GMAC (and the other 
finance companies) at their minimum rates. As noted below, it is 
questionable whether these minimum rates are “typical” of actual 
finance charges paid by the car purchasers. 


7 Thid., p. 3091, 


% GMAC’s response to subcommittee questionnaire, April 1958. Associates, Commercial Credit Corp., 
and Universal-C. I. T. furnished similar data; differences were nominal. 

%# General Motors submission to subcommittee, January 1958 (ibid., appendix, p. 3538). 

# Automobile insurance represents only 1 year’s premium, although the financing period was 30 months. 
See below, p. 163. These charges include small amounts for credit life insurance. 
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CHART XIII 


TYPICAL TIME PURCHASE TRANSACTIONS FOR NEW 
CHEVROLETS FINANCED BY GMAC, 1955-1958 
(FOUR-DOOR BEL-AIR 8 CYLINDER SEDAN, INCLUDING PRICE, OPTIONS, 


FREIGHT, INSURANCE, AND FINANCE CHARGES FOR 30 MONTHS, 
ASSUMING 40% DOWN PAYMENT ) 


$2989 


FINANCE » 
INSURANCE » 
FREIGHT » § 


OPTIONS » 


CAR 
WITHOUT 
OPTIONS 





MODELYEAR: 1955 1956 1957 1958 


MO.PAYMENT: $61.25 $64.17 $69.3! $74.59 
(30 MONTHS) 


SOURCE. Genero! Motors Acceptonce Corp 
Submission of April 10, 1958 























ae ee i ee 


one fea eee Ce Get ot . Oe ee es . ae oe. ae ee Ge 


+; & 


ADMINISTERED PRICES—AUTOMOBILES 159 


With some recalculation of the financing period (but using the same 
1-year automobile insurance premium ‘and the minimum finance 
rates), it can be shown how extension of payments obscures the price 
rise. If the 1955 model had been financed for 24 months, at the rate 
then prevailing (5.25 percent per year, plus $1.25), the total cost would 
have been $2,810, and the monthly payment $74.67. The 30-month 
financing for the 1958 model resulted in a monthly payment of $74.59, 
or 8 cents per month less than the 1955. Thus, an increase in total 
cost of $656 would be completely absorbed by a $210 increase in 
downpayment, and an extension of six more monthly payments. 


The 36-month wall 


There is an autonomous limit to the extension of maturity periods 
which for automobiles seems to be 3 years. This limit derives, not 
from inherent mechanical problems in the car, nor from unwillingness 
of buyers to commit themselves in prosperous times, but from the 
rapid decline in the resale value of used automobiles. 

In the 1955 hearings by this subcommittee on General Motors,*! 
Mr. Stradella, president of GMAC, presented a statement entitled 
“A Merc handising View of Current Time Sales Trends.” This state- 
ment showed a chart of declining value of a car and declining balance 
owed by the buyer to the finance company. Assuming a $2,400 new 
car (in 1955), a 25 percent downpayment, and 36 monthly payments, 
the buyer owes more than the car’s resale value for more than 15 
months. For a year and a quarter, the ‘“owner’’ not merely has no 
effective equity in the car, he is riding a net liability. 

Even allowing for remission of unearned finance and insurance 
charges, it took 27 months to build up an equity of $600, equivalent to 
the net 25 percent downpayment on another new car—also supposed 
to sell for $2,400. Taking the 1958 Chevrolet Bel Air cited in the 
earlier example, with a cash delivered price of $3,070, it would take 
the 1955 buyer in the GMAC illustration at least 32 months to build 
up sufficient equity to trade for the 25 percent downpayment on the 
new car. 

The underlying assumptions for the GMAC chart included an 
immediate depreciation of 20 percent upon sale of the new car, and a 
further depreciation rate of 2 percent per month thereafter. At 
this rate, a $2,400 car would be worth $1,920 as it left the showroom, 
and $1,507 1 year later, $1,183 at the end of the second year, and 
$928 at the end of the third year, when the final payment was made. 
This depreciation rate compares quite well with the values shown in 
the National Automobile Dealers Association Official Used Car Guide 
(eastern edition, April 1958). The Chevrolet 4-door sedan, Bel Air, 
8-cylinder, with automatic transmission, radio, heater, and freight, 
would have sold in early 1955 for approximately $2,400, cash price. 
From the used car guide the average wholesale value for April 1958 
was $960, only $32 above the pr ojected ‘ ‘depreciated value of car’’ in 
the GMAC chart.*? The same pattern would hold, according to 
Mr. Stradella’s statement, for a higher priced car, with the same 
percentage downpayment and same number of monthly payments, 
and the same depreciation rate.* 

“ Hearings, 1955, pt. 8, December 9, 1955, pp. 4009-4015. 


“ It should be observed that these calculations are based on “‘unpacked”’ cash prices, 
% Hearings, 1955, pt. 8, p. 4011, 
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The danger to the finance companies of further lengthening the 
maturity period should be obvious. Mr. Stradella also said that 51 
percent of GMAC’s new-car repossessions are made before the fifth 
installment is paid, and 82 percent of their new-car repossessions are 
accounted for by buyers who have paid less than 10 monthly pay- 
ments.“ 

Extending the period, say, to 42 months, with a 25 percent down- 
payment, would result in shifting the zero-equity point to beyond 
21 months. ‘Thus, for more than a year and three-quarters, or over 
half the entire financing term, the buyer would owe more than the 
car would be worth. Since the trade insists that repossessions are 
handled at a net loss to the finance companies, it is obvious why the 
companies act as if there were a wall at 36 months.” 


Cost characteristics of automobile financing 


The borrower pays a relatively high rate for retail sales financing 
in general, for small loans, and for automobile financing. In auto- 
mobiles the traditional method of financi ing involves the use of simple 
calculations. Assuming a 6 percent finance rate, the unpaid balance is 
multiplied by 6 percent times the number of years for repayment, 
and this charge is added to the unpaid balance. The total thus 
obtained is divided by the number of monthly payments to obtain the 
amount of each payment. Insurance on the automobile and any 
other charges are included in the unpaid balance. For example, 
assume a car (as equipped) with a retail price, including all taxes and 
other items, of $3,000; used car traded in with an allowance of $800; 
cash payment of $200; auto insurance of $100; 6 percent finance 
char, * 36 months to pay: 





SE MOOR ET OOP Gem CN UNNOO) cian cos w wd Sea dphenosscmewneie . $3, 000 
Less: 
PI 3 ieee eed on 3 uno amon ies eine ea kela aden $800 
I an wiggles rhkcoue deka adabuedsak 200 1, 000 
SOUT Ro aa ws Se gm tor pSeeiae BES 2, 000 
BEE TOTOROS Fale gr ence be Sian ono ie ens wena 100 
ee GL ie SS el. Seu dadupadescsncaaaeu 2, 100 
Finance charge—$2,100 times (6 percent times 3)_-...-..-.----------- 378 
eT EDD, 6 ae ie cn wan nant as ooo sbsumand 2, 478 
ms She eS i SO stk canbe dae ode a ubeawak 36 
Monthly payment ($2,478 divided by 36)_.......-..-------..-------- $68. 83 


The practice of computing the finance charge on the “principal 
balance” and adding it on to obtain the “time payment balance,” 
according to Mr. Charles G. Stradella, president of GMAC, ‘“‘ * * * 
always has been the practice in the time sale area.’*® At the time 
it was introduced in 1935, the GMAC “6-percent plan,” announced 
and advertised by General Motors Corp. and GMAC, was credited 
by the Federal Trade Commission “ with reducing as well as simplify- 
ing the finance charge to the retail automobile buyer. 


 Tbid., pp. 4012 and 4013. 


45 “There appears to be general recognition that a 36-month term represents the prudent limit. A breake 
through of such limit would be, in the opinion of GM AC, a serious mistake’ (GMAC, Annual Report, 1957, 
p. 5). 


46 Hearings, p. 3269. 
47 Report on the Motor Vehicle Industry, op. cit., p. 941. 
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The most obvious comparison with the auto finance system is 
provided by home-mortgage financing under which interest is paid 
only on the declining balance, and thus the customer pays less for his 
financing at the same nominal rate.’ From an interest table used 
in the calculation of home-mortgage financing, in the appropriate 
column for the monthly interest rate and line for the number of 
months can be found a repayment factor.“ Multiplying the factor 
by the unpaid balance gives the proper monthly payment at the stated 
interest rate. At 6 percent annual rate the $2,100 unpaid balance 
requires 36 monthly payments of $63.89. Under the automobile 
finance system a 6 percent “finance charge” yields a monthly payment 
of $68.83, or $4.94 per month larger than the true 6 percent interest 
rate. In 3 years, this amounts to $177.84 more under the finance 
system than under the home- mortgage system at the same nominal 
rate.” Stated another way, the actual interest rate comparable to 
the “6 percent add-on finance charge” for a 36-month prepayment 
period 1 is approximately 11.2 percent per year. 

There are several reasons why the finance system computes to a 
much higher interest rate than its nominal rate would indicate. The 
car pure :haser may be considered to have borrowed the money to pay 
for the difference between the price of the car, (with extras, insurance, 
etc.), and the downpayment.” The “borrower” does not have the 
use of the full amount “borrowed,’’ however, for two reasons. First, 
the ‘add-on finance charge’’ represents an addition to his debt, for 
which he receives nothing tangible. Second, he does not have the 
full use of the “loan” for the full period, because he is repaying part 


of the principal each month. The finance charge is computed for 
the entire period, and added to the principal at the beginning. After 
repaying for 2 years, the ‘‘borrower’’ has the use of only a fraction of 
the original “loan,” yet receives no reduction on the finance charges. 
In this connection, the following colloquy took place: 


Senator Kerauver. * * * Why, Mr. Stradella, do you have to charge 7 per- 
cent on the third year when actually the purchaser still owes only a third of the 
indebtedness? 

Mr. STRADELLA. Well, you do not have to. You can phrase your rates another 
way and apply them to the descending balances if you like. The rate would just 
be higher if expressed that way, that is all. The rate is computed fundamentally 
in order to get a certain amount of income to cover your expenses. And so you 
could quote them on the other basis. 

It would not be as easy for the dealers or anybody else to handle.” 


Several interesting questions arise from this statement. How high 
does the rate have to be, computed on any basis? Would the cus- 
tomer be more inclined to object if he were told that he was paying 
interest at an annual rate of 11.2 percent, than he is at the belief he is 


48 Interest tables can be found in various texts on mathematics or accountancy of investment, showing 
Periodical Payment of Annuity Whose Present Value Is 1. See, for example, Hart, W. L., Mathematics 
of Investment, fourth edition, 1958, table LX, p. [126]. 

4? Using the one-half percent column (one-half percent per month is equivalent to 6 percent per year), 
and 36 months, from column n, the figure of 0.03042194 is found. This means that a series of 36 payments of 
$0.03042194 will pay back $1 with interest on the unpaid balance in 36 equal installments. Multiplying 
this figure by the unpaid balance, $2,100 in the example above, gives $63.89 as the monthly payment at a 
true 6 percent interest rate. 

® Total interest paid is ($63.89 36)—$2,100= $200.04, as compared with $378 for finance charge, a difference 
of $177.96. ‘The 12-cent discrepancy arises from rounding off the interest factor. 

| The finance companies do not accept this concept that the time buyer borrows money. See below, 
p. 165. 

® Hearings, pp. 3268-3269. 
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only paying 6 percent? Would it be any more difficult for dealers 
or anybody else to handle? 


Profitability of GMAC 

There are two ways of answering the first question: How much is 
enough? General Motors Acceptance Corp., in the last 8 years, has 
averaged 18.7 percent net profit, after taxes, on stockholders’ average 
investment, as shown in the following table. 


TABLE 33.—General Motors Acceptance Corp. and subsidiaries;' stockholders’ in- 
ments, profits, and rates of return after income taxes, for the years 1940,1947-67 


Stockholders’| Net income | Rate of return 
| average in- | after taxes | (percent) 
| vestment? | 


i 





1940....- $90, 807, 581 $10, 968, 538 12.1 
1947.... 87, 882, 545 3, 167, 799 3.6 
1948... 89, 502, 895 5, 582, 890 6.2 
1949... 93, 130, 922 11, 673, 163 12.5 
1950-.. : ‘ 116, 491, 454 22, 751, 027 19.5 
RR actin | 132, 402, 825 26, 712, 340 20.2 
1952__. | 133, 321, 586 21, 062, 683 15.8 
1953..... | 145, 666, 107 28, 626, 359 19.7 
1954... . . bt | 159, 396, 172 33, , 771 21.2 
1955... : | 198, 701, 348 35, 276, 581 17.8 
1956_..--. : | 240, 442, 233 45, 705, 188 19.0 

17.6 


1957... a seas . . 261, 813, 395 46, 037, 136 | 








1 General Motors Corp. controls GMAC and does not include this subsidiary in its consolidated state- 
ments; as of Dec. 31, 1957, General Motors owned all of GMAC’s preferred stock ($50,000,000), common 
stock ($100,000,000) and earned surplus ($123,831,963), amounting to $273,831,963, which was carried on its 
books as investment in subsidiary companies not consolidated. 

? Beginning and end of year. 


Source: Federal Trade Commission. 


The lowest rate in the period was 15.8 percent for 1952, and the 
highest 21.2 percent for 1954. General Motors Corp. is the only 
stockholder of GMAC, owning all of both common and preferred 
stock. Presumably the 17.6 percent rate in 1957 was not enough for 
General Motors, since the GMAC statement prepared for the sub- 
committee on April 10, 1958, says: 

* * * Tt will further be observed that additional increases (in rates) were neces- 
sary in December 1955, and again in October 1957, as interest costs continued to 
rise, 

Since GMAC operates on some $3.7 billion of borrowed money, 
about 40 percent of which was short term at the end of 1957, its costs 
tend to vary with the rate of interest it has to pay. Early in April 
1958, interest rates, as measured by return on corporate bonds (AAA 
Moody’s rating), were lower than at any time since September 1956, 
and the Federal Reserve rediscount rate was the lowest since the fall 
of 1955, but GMAC has not reduced its finance rate from the high 
point established in October 1957. 

Another way of answering this question of ‘how much is enough” is 
by comparing GMAC rates with alternative financing rates available 
to the new-car buyer. No real alternative is offered by the other 
large automobile finance houses. For 1958 cars, Associates Discount 
Corp.’s rates are almost indistinguishable from GMAC’s, at 5.85 

8% The GMAC profits include “experience refunds’’ from The Prudential Insurance Company of America, 


on group creditor life insurance placed with that company. In 1957, the refund amounted to $2,795,000 
(hearings, p. 3272). This represents 6 percent of GMAC’s net profit for the year. 
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percent add-on. Universal C. I. T. Credit Corp.’s rates are higher at 
6.49 percent add-on. Commercial Credit Corp.’s rate in 1958 1s 6 
percent. 


Finance companies versus banks 

Financing through banks, however, does provide a real alternative 
to the sales finance companies. In the Washington, D. C., metro- 
politan area, it is possible to finance car purchases by borrowing from 
any of several commercial banks at finance rates (not to be confused 
with true interest rates), at 4, 3%, and even as low as 3 percent. 
Since the banks do in fact lend money to the customer, he is in a 
position to separate the purchase of a new car into its several com- 
ponents and treat them individually. The net price of the car, or 
the cash difference between the new car and the old car he trades, 
is one independent transaction. The purchase of the car insurance, 
from his own insurance agent, is another transaction. The loan from 
the bank of enough cash to pay for the car and for the insurance is a 
third transaction. When these are handled separately, the difference 
in cost to the buyer may be several hundred dollars, as compared 
with the “pac kage deal” which the automobile dealer and the finance 
companies will provide. 

A comparison of the financing of a 1958 car is shown in the following 
table. The basic data for GMAC were supplied by the company in 
response to the chairman’s request. Associates, Commercial Credit, 
and Universal CIT provided comparable tables. The Washington 
metropolitan area example, with independent insurance, was con- 
structed from data supplied by a bank charging 3% percent, and by 
an insurance company. Surprisingly, GMAC included in the original 
exhibit only 1 year’s auto insurance coverage, on a 30-month financing 
contract. Spreading over 30 months the cost of a service that 
expires after 12 months is not only a most unbusinesslike practice 
for the car buyer, but the finance companies, themselves, require that 
the car be covered by insurance for the entire life of the contract, with 
the finance companies’ interests protected by mortgagee endorsement 
on the insurance policy. In consequence, 18 months’ insurance, 
beginning 1 year hence, is also a direct cost of financing to the buyer, 
but was not shown in GMAC’s original table submitted to “the 
subcommittee. 


TABLE 34.—Comparison of finance company and bank financing in the Washington, 
D. C., metropolitan area 


Basic automobile sale 


1958 Chevrolet, Bel Air, 4-door sedan, 8-cylinder 
List price : ip 3 e ee : $2, 547. 00 
Typical optional equipment, extra x : iy aN 447. 85 
Destination charge (approximate) Pree pa es 70. 00 
Subtot ul. - éne 3, 06: t 85 
Sales tax, 2 pe sreent (District of Columbia and M: aryl: and) _ _ 61, 30 


Total cash price ; = ; : 126. 15 
Less }44 downpayment __-_-_- ee esate 5 <u Seed 1 042, 05 


Cash unpaid balance_- -- oa 2,004. 10 











164 ADMINISTERED PRICES—AUTOMOBILES 











Financing 
| Finance company 
Sa Bank, 34- 
| percent 
7-percent 6-percent rate 
rate rate 
,\ Ta 

Sn. od scckesibanewrcens’s 9 $182. 50 2 $182. 50 3 $162. 80 
COUPE OE 2d deg cas oc oe ca ickedseb const de td ib Se : 4. 00 
ee Oe Nn. nabeaeteennensspe ‘ampinatgell 2, 266. 60 2, 266. 60 2, 250. 90 
Finance charge, 30 months-_----- abet be ot eo ak 396. 66 339. 99 196. 95 
thd ancernathbedectivesetanshes sieinawiatend oe 2, 663. 26 2, 606. 59 2, 447. 85 
Monthly payment, 30 months._-_.............--...------ pn a 73 tpn 86, 89° 8160 
Excess over bank, per month.----.........---------- owen 7.18 2 ae eae 
hl, cl dndconradgsasnares 215. 41 J } 7 eee 


1 Covers fire, theft, comprehensive and $50 deductible collision insurance, in Maryland suburbs of 
Washington, D.C. R: ates are for 30 months, and reflect reductions in premiums as car ages. 

2 Premium rates obtained from Motors Insurance Corp., a wholly owned subsidiary of GMAC. 

8 Premium rates obtained from Nationwide Mutual Insurance Co. They include $9 initial membership 
fee; if the car buyer had previously been insured with Nationwide, the insurance cost would be $153.80. 
Bank requires insurance, but does not sell it 

4 Bank collects filing and notary fees, required for filing legal documents covering bank’s claim on auto- 
mobile. Major finance companies absorb these costs. 


For the same car at the same price in the same area with the same 
insurance coverage, the total owed was $215 more under finance 
company financing, at 7 percent, than under bank financing, and $159 
more at 6 percent. 

The example shows both a 6- and a 7-percent finance company rate. 
While GMAC and associates have a minimum buying rate charged 
by the dealers, the dealers receive as a kickback immediately or even- 
tually 0.75 to 1.0 percent from the finance company, plus whatever 
extra finance charges the dealers may obtain from the buyers in the 
time sales contracts. It is doubtful whether many cars are financed 
by the finance companies at less than 6 percent. A Washington, D. C., 
Chevrolet dealer who testified before the subcommittee stated that he 
regularly charged 7 percent on his time sales, substantially all of which 
were handled by GMAC.* Some new-car buyers apparently pay 
much higher finance rates. Testimony by Mr. Stradella © showed 
that GMAC does purchase some finance contracts which carry a 
9-percent add-on charge. At least one of the other companies fur- 
nishes to auto dealers monthly payment tables computed on rates 
running to 9 percent add-on. 

A 9-percent finance rate, for 36 months, on a principal balance of 
$2,000, produces monthly payments of $70.55, and is equivalent to 
approximately 16.2 percent compound interest. At the other end of 


% Ibid., pp. 3229 and 3243. 
8 Ibid., p. 3268. 
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the scale, a finance rate of 3 percent (which is available from some 
banks in the Washington area) amounts to a true interest rate of only 
5.7 percent. A 30- month loan at this rate requires monthly pay- 
ments, using the example cited above, of $71.67. This is only $1.12 
less than the monthly payment required for 36 months at a 9 percent 
finance charge. 

The banks perform one other service for the borrower that is not 
performed by the finance companies. The interests of the banks and 
of the borrowers coincide in attempting to reduce the net price of the 
cars to the buyers. The lower the price, the safer the loan. The 
banks will have accurate manufacturers’ price data, and the current 
used-car price books, as well as a much better knowledge of the local 
new and used car markets than the usual car buyer. While they may 
or may not make all this information available to the prospective 
borrowers, they can be expected to refuse to lend on a transaction on 
which the price is excessive. In contrast, since the automobile sales 
finance company depends upon the automobile dealer for retail financ- 
ing, and also normally handles the wholesale financing of the dealer, 
it cannot be said that the interests of the finance company and the 
buyer coine de. 

Moreover, General Motors, with its captive finance company, 
GMAC, has a py incentive to maintain high automobile prices. 
As long as new cars are selling in volume, the “higher the price, the 
greater the Sain charge and hence the greater the profitability of 
GMAC. Furthermore, in both produce tion and financing, some loss 
in volume can be more than counterbalanced by high prices and high 
finance earnings. A given dollar value of financing, spread over fewer 
but more expensive cars, yields greater financing profits than the same 
dollar volume spread over more but less expensive cars. The operat- 
ing costs of financing would depend more directly on the number of 
transactions than on the amount of money involved. Consequently, 
there is an incentive for General Motors, as a result of the income it 
receives from GMAC, constantly to raise its price, with or without 
“fancification.”’ 

Interest versus ‘‘finance”’ 

In the light of these comparisons, it can be seen that the finance 
charge is substantially higher, in amount, than that yielded by a true 
interest rate stated at the same percentage. The finance companies 
have not called their charges interest. In fact, they have insisted 
that their charges are not interest. The distinction appears to be 
primarily aimed at avoiding the usury laws. If the extra charge to 
the buyer.who cannot pay cash is called a “time price differential,”’ 
or a “finance charge,” it is, therefore, not legally “interest,” and thus 
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is exempt from the application of statutes which prohibit excessive 
interest. This is the apparent rationale for the careful nomenclature.™ 


Repossessions 


When the time buyer fails to meet his monthly payments and does 
not show good indications of being able to meet them in the near 
future, the finance company or lender protects its advances by re- 
covering the car. In practice the original buyer loses what he has 
put into the car, in downpayment and in such monthly payments as 
he has made. The finance company (or the dealer, depending upon 
the agreement between them at the time of sale) is responsible for 
reselling the car for the unpaid balance. It is reported that reposses- 
sions rarely yield more than the remaining debt plus the costs of 
repossession and resale. 

Repossessed cars, in the main, are not considered to be bargains. 
Buyers who do not have sufficient funds or income to keep up their 
payments probably will not spend the money essential to maintain 
their cars in good condition. Automobiles which are run without 
proper maintenance can depreciate very rapidly. 

Aside from specific calamities which strike individual buyers, repos- 
sessions can be traced to overselling, too loose credit terms, and general 
economic recessions. In this connection, Mr. Dan Lino, an authority 
on auto financing has stated: 


* * * but in the late 1950’s we have learned that, when we offer “‘never- 
never” terms which combine lengthy maturities with short downpayments, we 
get high repossession ratios and, of course, correspondingly high loss ratios. In 
new-car financing we find that repossessions increase with a lengthening of terms. 
The longer the contract the greater the risk exposure, because of equity deprecia- 


% This concept was recently challenged by the attorney general of Kansas, in a suit against Commercial 
Credit Corp. According to the magazine Business Week (Mar. 15, 1958, p. 102): 

‘*The key issue is whether CCC is a lending agency. Heretofore, a majority of States, including Kansas, 
have taken the position that installment or ‘‘time’’ sales are not loans. Kansas’ attorney general, John 
Anderson, Jr., is asking a district court to rule that such sales are loans. If this happens, then these trans- 
actions will fall within the province of the State’s usury laws, which place a limit of 3 percent a month (or 
36 percent a year) on interest charged forloans. At the present time, there is no limit on time sales in Kansas 
and more than 25 other States. 

““* * * The finance companies say that under many State usury laws they would find it nearly impossible 
to operate because they couldn’t charge enough to cover their business costs.’’ 

On May 6, 1958, the Kansas Legislature passed the Kansas Sales Finance Act, which provides for limi- 
tations on finance charges, and for other regulatory powers by the State. The case against Commercial 
Credit Corp. was still pending in the courts as this report went to press. 

In this connection, Commercial Credit Corp. supplied the subcommittee with a listing of States which 
have rate limitations on finance companies. The following list, applying to 1957, is compiled from the 
exhibit furnished by CCC. The rates apply to new cars; higher rates prevail for financing used cars. 


FINANCE CHARCES—MAXIMI'M AMOUNTS WHICH SELLERS OF MERCHANDISE MAY CHARGE IN STATES WHERE 
REGULATORY LAWS HAVE REEN ENACTED (AS A PERCENTAGE OF PRINCIPAL RALANCE) 


California: 1 percent per month for each month contract runs. 

Connecticut: 7 percent per year add-on. 

Florida: 8 percent per year add-on. 

Indiana: 2 percent, plus 14 percent per month on declining balance. 

lowa: 14% percent per month on declining balance. 

Kentucky: 9 percent per year, add-on. 

Maine: 7 percent per year, add-on. 

Maryland: 9 percent per year, add-on. 

Michigan: 6 percent per year, add-on. 

Minnesota: 8 percent per year, add-on. 

New York: 7 percent per year, add-on. 

North Dakota: 7 percent per year, add-on. 

Ohio: 8 percent per year add-on, plus 50 cents per month for 1st $50, and 25 cents per month for each of the 
next $50, not to exceed $300. (Amounts to $101 on $1,000 for 12 months.) 

Oregon: 8 percent per year, add-on. 

Pennsylvania: 6 percent per year, add-on 

South Dakota: 14 percent per month on declining balance. 

Wisconsin: 7 percent per year, add-on. 
In addition, Colorado, Llinois, and New Jersey have regulatory laws, but do not regulate rates, 
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tion; the greater possibility of adverse economic circumstances affecting the 
customer; etc. 
* * * * * * * 


* * * A nationally known consultant told the new-car dealers at their national 


convention in 1957 that the increasing number of customers who are “‘over-sold”’ 
or who “over-buy”’ is complicating the problems of dealers’ shop operations. 
The problem being that persons not qualified for new-car ownership were being 
sold new cars because of dealer price cuts and overallowances, with the result that 
the dealer didn’t have enough money profit in the deal to allow for warranty service 
costs, and the customer, after the warranty period, didn’t have enough income to 
properly service and maintain his car, with the resulting abnormal depreciation 
often causing repossession. * * * 57 


Two of the four major finance companies, GMAC and CIT, supplied 
repossession data relating specifically to new cars over an extended 
period, as shown below. 


TABLE 35.— New car repossessions bu 2 companies, 1948-57 


GMAC cit || | G@MAC 


549 | 1,026 || 1953... 8,118 
3. 642 
2, 857 
3, 284 


5,114 || 1955... 21, 188 | 
3, 454 || 1956.... 41, 314 
3,900 || 1957. ... 50, 652 | 28, 105 


2, 013 3, 369 1954... | 15, 764 
| 
| 


Source: Replies to subcommittee questionnaire, March and April 1958. 


While the number repossessed by these companies is relatively small 
as compared to annual production, the trend has been noticeably 
upward; in the case of GMAC, repossessions more than doubled be- 
tween 1953 and 1955 and doubled again between 1955 and 1957. 
If this trend is characteristic of auto financing in general, its continua- 
tion could soon raise the level of repossessions to significant dimensions. 


% Daniel J. Lino, Retail Credit Procedures in Automobile Financing, published by the Automotive 
Finance Association, Miami, Fla., p. 34. 
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PART IV 
ANTITRUST IMPLICATIONS 
Cuapter 5. ANTITRUST IMPLICATIONS 


Monopoly by size 

Judicial evolution of theory of monopoly by size-—The legal and 
economic definitions of monopoly by size have, over the years, clearly 
differed in theory. Any sound economic or ‘financial study of the 
Big Three together, or General Motors Corp. (GM) standing alone, 
results in a finding of monopoly. However, the theory and factors 
constituting monopoly at law would, possibly, produce a different 
result. 

The U. S. Steel’ and International Harvester ? cases state the 
traditional and familiar legal proposition that size alone is not enough 
to violate the Sherman Act. In any intelligent approach, with the 
exception of the law, such a proposition would be attacked as absurd 
and without merit. The existence of a monopoly should be decided 
on the facts as they presently exist, and no statement could be more 
meaningless than that of the Honorable Justice Holmes in the Northern 
Securities case: * 

I do not expect to hear it maintained that Mr. Morgan could be sent to prison 


for buying as many shares as he liked in the Great Northern and the Northern 
Pacific. 


The pendulum began to swing away from that position in the Swift 
5 aS J 
case,* where the court stated in the dicta: 

Mere size is not an offense against the Sherman Act unless magnified to the 

point at which it amounts to a monopoly, but size carries with it an opportunity 
for abuse that is not to be ignored when the opportunity is proved to have been 
utilized in the past. 
The courts went one step further in the renowned Alcoa decision,' 
holding that the company was a monopoly because of its size alone. 
However, the “bite” of the holding was restricted by Judge Learned 
Hand’s numerical dictum. Referring to the Aluminum Co.’s 90 
percent of the market, Judge Hand stated: 

That percentage is enough to constitute a monopoly; it is doubtful whether 
60 or 64 percent would be enough; and, certainly 33 percent is not. 

GM, by itself, in the early days of 1958, when these hearings were 
being held, had attained rey 54 percent of production and 
50 percent of sales, relatively close to the ‘“60-percent doubtful per- 
centage” as stated by Judge Learned Hand in the Alcoa case. That 
GM is far and away the biggest factor in the automobile industry is 
clear; its “dominant position in the automobile industry” is judicially 
recognized.® 

On the other hand, if the Big Three of automobiles may be treated 
as an oligopoly, like the Big Three of tobacco, then the Alcoa per- 

1U. 8. v. U. S. Steel Corp., 251 U. 8. 417 (1920). 

2 U. S. v. International Harvester Co., 274 U. S. 693 (1927). 

3 Northern Securities Co. v. U. S., 193 U. S. 197, 409 (1904). 
- U. S. v. Swift & Co., 286 U. 8. 106, 116 (1932). 
8 


U. S. v. Aluminum Co. of America, 148 F. 2d 416 (C. A. 2, 1943). 
U. S. v. G..M. Corp., 121 F. 24,376,(C. A. 7, 1941), cert. den., 314 U. 8. 618 (1941). 
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centage is most positively met; for the Big Three of automobiles has 
had from 81 to 95’ percent of the automobile market for over 20 years, 
and presently possess 89 percent of the market. 

Professor Rostow in his law review articles, The New Sherman 
Act § and Monopoly Under the Sherman Act,® comes extremely close 
to arguing that, under the Tobacco case,® such power as is possessed 
by the Big Three of automobiles should be enough to constitute 
monopoly. Professor Rostow said: 


It is the existence and not the exertion of power which the act condemns when 
a forbidden degree of power is coupled with an intent to use it. 


He concludes that the cases stand for three propositions: 


1. Where a person or a group of persons acting together has the power sub- 
stantially to influence the price of a commodity moving in interstate commerce, 
the existence of the power is illegal under section 2, unless the defendant can show 
that the power has not been obtained or maintained deliberately—that is, for the 
purpose of enjoying and preserving the advantage of market position. 

2. The combination of several persons into a monopolistic group can be inferred 
from a course of dealing and from their parallel action in response to the stimuli of 
the market, as well as from other evidence of their concert. 

3. An economic analysis of the position of defendants in their particular market 
settings is the key to measuring the degree of their control over price and output. 
The factors to be considered are size alone, as in Alcoa, or the control 
of strategic factors in the market, like transportation facilities or 
outlets, or the business position of the defendants in relation to their 
competitors. 

It would appear that the courts have extended the classic abuse 
theory to a recognition that size and power may be the abuse in them- 
selves. In both the Alcoa and the Tobacco cases, the emphasis was 
placed on the respective power of the corporations, while the Court 
was careful to point out that the Tobacco case differed from the Alcoa 
case in that a combination and conspiracy had been charged. This 
view is pointed directly at a restraint of sheer size and power. 

In 1948, the minority decision in the Columbia Steel case " stated: 
* * * United States Steel has one-third of the rolled-steel production of the 
entire country. The least I can say is that a company that has that tremendous 
leverage on our economy is big enough. 


this view is pointed directly at a restraint of sheer size and power. 
The Alcoa and American Tobacco cases do not overrule the size 
cases of the 1920’s, but they do establish a new trend in the law. For 
giant corporations to violate the antitrust law, if abuse is still required, 
a little abuse will do—we have the well-learned lesson of the A. & P. 
case,” where only 15 percent of the retail food business was involved. 
Perhaps the time has come when sheer power alone, without further 
misdeeds, should be argued as enough to violate the antitrust laws, 
particularly where such power has been deliberately maintained. 
This does not necessarily mean maintenance of monopoly power 
through predatory practices. In United States v. United Shoe Ma- 
chinery Corp. (110 F. Supp., 296, 345), the court said that “United’s 

1 Figures compiled by subcommittee staff, 

§ Eugene Rostow, The New Sherman Act, 14 Univ. Chi. L. Rev. 567 (1947). 

* Eugene Rostow, Monopoly Under the Sherman Act, 43 Ill. L. Rev. 745, 762-763 (the passage is here 
«ee Tobacco Company v. United States, 328 U. S. 781 at 810 (1946), held: ‘‘Neither their proof of 
the power to exclude nor proof of actual exclusion of existing or potential competitors is essential to sustain 
a charge of monopolization under the Sherman Act.” 


11 334 U. 8. 495, 534, 545 (1938). 
U.S. v. N. Y. Great A & P Co., 173 F. 2479 (O. A. IIl., 1949), 
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power does not rest on predatory practices” but that the charged 
violation depends ‘‘on solely economic consideration.’’ Thus, it might 
be added that the Sherman Act strikes at monopoly power; namely, 
control over the market, whether such power is by virtue of predatory 
practices (abuse of power) or its inherent economic effect. 


Oligopoly 

History of the industry and power of the Big Three.—By looking back 
into the history of the automobile industry, it is apparent that there 
never were, at any time, many more substantial automobile companies 
than there are today. As of 1923, early in the Du Pont reign, 13 
automobile companies did 95 percent of the business. The reason 
why so many of the early companies are now forgotten is that they 
never truly distinguished themselves when they were operating. As 
far back as the early Oldsmobile period, some 20 companies accounted 
for 95 percent of the total output of automobiles.” 

The disappearance of the automobile companies did not occur solely 
as the result of the natural forces of competition. The now-defunct 
organizations disappeared in the wake of the Big Three, with General 
Motors being the predominant manufacturer in the industry. It 
appears that, although a number of companies became identified with 
the Big Three, GM, Chrysler, and Ford did not swallow a majority 
of the old companies, but the defunct auto-manufacturing companies 
failed because they were unable to get a hold on the market which was 
preempted by the Big Three of today. Probably the most significant 
single factor that caused the defunct companies to fail was their lack 
of capital. Most of the capital and large facilities of the Big Three of 
automobiles came from profits accumulated during the area of expan- 
sion of the industry. It has been estimated that approximately 80 
percent of the present capital value of these corporations comes from 
such reinvested profits.'* The unsuccessful companies were those who 
failed to make profit margins in the 1920’s. 

Although the automobile industry has never been challenged for 
price parallelism or other misdeeds similar to those practiced by the 
big three of tobacco, nevertheless, it is highlighted by giant power, 
financial might, large expenditures in advertising, and dominance by 
three leading manufacturers, all of which laid the background for the 
tobacco decisions. 

Even if under the present law as applied by the decisions, abuse 
of power is still necessary to violate the Sherman Act, a little abuse 
willdo. It was shown in the A. & P. case that 15 percent of the retail 
food market was sufficient to violate the antitrust laws where preda- 
tory practices were exercised. A. & P. through such practices was 
able to announce and obtain a specific share of the market, 15 percent, 
GM has maintained its share of the market since 1935 at approximately 
40 percent or better while the Big Three have obtained over 80 percent 
of the market during the same period of time. Presently, General 
Motors possesses over 49 percent of the automobile market while the 
Big Three have attained some 89 percent. These facts as to the Big 
Three, and particularly GM, arouse an inquiry into the possible use 
of restraints of trade and monpoly power as contributing factors to 
their position in the market while so many others have disappeared 
from the industry. 


18 Kennedy, ‘““The Automobile Industry,” (1941) at p. 89. 
14 Galloway, Industrial Planning Under the Code, at 313. 
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Decentralization and competition 

GM claims that in essence it is an aggregation of competitive units, 
and that its decentralized administration is a great benefit to the 
economy. Peter Drucker devotes an entire chapter to developing the 
argument that decentralization is the condition for the conversion of 
bigness from a social liability into a social asset. However, under 
the traditional and present interpretation of the antitrust laws, the 
courts have not distinguished between good and bad monopolies. As 
said by the court in the United Shoe Machinery case, supra, violation 
of the Sherman Act depends not on moral but economic considerations. 

Mr. Harlow Curtice, president of General Motors, in substance 
follows Mr. Drucker’s '* views in stating that there is the same com- 
petition between the GM divisions as there was between as many as 
30 companies in former years. Mr. Curtice testified: 

The competition within the corporation is just as keen as it is against the other 
manufacturers who present other products under their name, so the competitive 
forces are just as keen if not keener today than ever in the history of our industry.“ 

He further contended that the competitive situation in the industry 
would not be improved at all if GM were to spin off any of its auto- 
mobile manufacturing divisions, and the divisions would lose the 
benefits of GM’s research, advance engineering, styling, financial 
group, sales staff group, personnel group, and public relations. This 
purported competition appears doubtful in view of facts adduced in 
the hearings by the subcommittee. 

The contention must be examined in the light of the court’s decision 
in United States v. Winslow,” the court approving as legal the United 
Shoe Machinery Co. for the very reason that its parts did not compete 
with one another prior to the merger, and the merger was therefore 
simply a union of three noncompeting groups. And also in the case 
of Alexander Milburn & Co. v. Union Carbide & Carbon Corp.,* the 
court said ‘As there is no competition between their product, the unity 
of control secured by the stock ownership of Union Carbide & Carbon 
Corp. cannot be said to stifle competition between the companies.”’ 
Thus, Mr. Curtice piaced GM outside the principle recognized in 
those cases, because of his contention of interdivisional competition. 
Whether or not the Kefauver-Celler amendment ” to section 7 of the 
Clayton Act has changed the decisions in those cases, the principle 
relied upon by the courts furnishes no legal defense in GM’s avowal 
of decentralized administration to a charge of monopoly, even if Mr. 
Curtice properly viewed GM’s administration. 

Mr. Curtice testified that price plays an important role in competi- 
tion between their decentralized units. He further stated, however, 
that he and three other executives determine the prices for all divi- 
sions of the corporation, and that such prices were calculated to re- 
turn 15 to 20 percent profit after taxes on total invested capital. 
Senator Kefauver expressed difficulty in understanding how such 

18 Drucker, ‘‘Concept of the Corporation,’’ (1946), ch. 4, pt. 1, p. 228. 

16 Hearings, p. 2571. 

1? 227 U.S. 202, 217 (1913). 

1815 F. 2d 678, 682 (C. A. 4, 1927). 

19 The 1950 Kefauver-Celler amendment of December 29, 1950, amended sec. 7 generally so as to prohibit 
the acquisition of the whole or any part of the assets of another corporation when the effect of the acquisi- 
tion may substantially lessen competition or tend to create monopoly; therefore, there is a possibility that 


the two above cases might have been decided differently under the present law, thereby strengthening the 
proposition for which they have been cited, 
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price competition exists if prices are set in the manner Mr. Curtice 
hereinbefore described. 

The pricing formula of GM appears to be a managed or adminis- 
tered pricing system with monopoly implications in which prices are 
arbitrarily set by management without regard to the natural com- 
petitive forces of supply and demand. The implication is posed as to 
GM’s ability to set its prices by divisions with relation to the prices 
set for other divisions and to meet GM’s overall profit without fear 
of price competition from other manufacturers. In view of such 
centralized control it is difficult to conceive that GM consists of an 
aggregation of freely competitive units. The claim, which has never 
had legal recognition as a defense, loses its appeal as a social asset. 


Monopoly and diversification 


Diversification standing alone may not violate the antitrust laws, 
However, when diversification is coupled with tying or other coercive 
devices, it might well violate those laws. The General Motors case * 
is a classic illustration. Due to GM’s control over its dealers, it was 
shown to have coerced them through full line forcing to use General 
Motors Acceptance Corp. for the financing of automobiles sold by the 
dealers. This was held to violate section 1 of the Sherman Act. It 
would also appear in violation of section 2 of the Clayton Act which 
was charged in a civil case, companion to the above criminal case, 
which was settled by a consent decree. 

Another example of GM’s diverse operations was its role in financ- 
ing, with others, of the National City Lines, a nationwide company 
operating transit service in 45 United States cities. 

GM’s dealings with National City Lines is a clear example of the 
potential of a corporation possessing almost unlimited funds and bor- 
rowing capacity to extend its operations into a market in which com- 
petition had flourished and in a few years almost totally disappeared. 

National City Lines (NCL), being unable to raise capital through 
ordinary investment sources, approached GM and other suppliers, 
seeking funds to finance its operations. GM invested in NCL and 
received NCL’s bus business. 

As a result of these dealings, NCL, together with General Motors, 
Firestone, Phillips, Mack, Standard Oil of California, and Federal 
Engineering Corp. were indicted in April 1947, for alleged violations 
of the Sherman Act in that they conspired to monopolize certain por- 
tions of interstate commerce. At trial the defendants were found 
guilty of violating section 2 of the Sherman Act.”* The conviction 
was affirmed by the court of appeals and defendant’s petition for 
certiorari was denied by the Supreme Court. The period in which 
the contracts and stock interest in NCL were in existence saw General 
Motors become the largest manufacturer of buses in the United States 
(85 percent of new bus sales in 1955 as alleged by the Government) 
and many seemingly well-established bus manufacturers disappeared 
from the scene. ‘Thus, in 1956 GM’s control of the bus manufactur- 
ing business resulted in the Government’s case to divest a part of that 
business from GM. This case is pending disposition. 

In June 1957 the Supreme Court in the du Pont case ” recognized 
the fact that du Pont’s 23 percent stock ownership of GM gave du 


P cone States v. General Motors Corp. (26 F. Supp. 353); affirmed 121 F. (2d) 376 (CCA 7); cert. den” 
1 . 8. 618. 
21 80 F. Supp. 734 (1049); affirmed 186 F. (2d) 562 (CCA 7, 1951); cert. den. 341 U. S. 916 (1951). 
32 353 U. S. 586. 
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Pont a monopoly of automotive paints and fabrics used by GM. 
The reciprocity in this case was beneficial to both GM and du Pont. 
Du Pont argued that GM bought a small percentage of their produc- 
tion. The Court reasoned, however, that GM was the “colossus” of 
the automobile industry and that du Pont’s sales to GM should be 
measured in terms of total sales to the automotive industry by all 
manufacturers. The du Pont decision is one of first impression. The 
Court had never before held that vertical integration was in violation 
of section 7 of the Clayton Act. Pursuant to the decision of the 
Supreme Court, the case was remanded to the district court, now 
pending there, to determine the relief necessary to insure that the 
effects of the acquisition would no longer be offensive to the statute. 

During the hearings on “administered prices’ in the automobile 
industry, testimony was received from GM that it had in several in- 
stances loaned substantial sums to its suppliers.” This is a new aspect 
differing from their position in regard to GMAC, NCL, and du Pont. 
During the hearings, GM indicated that it loaned money to its sup- 
pliers during periods of short supply so that they might expand their 
facilities. A closer inspection indicates that GM may have used its 
vast wealth to preempt raw material supplies. GM loaned Jones & 
Laughlin Steel Corp. $28 million and the Republic Steel Corp. $40 
million. In exchange for the loan to Jones & Laughlin, GM agreed 
to take almost an extra quarter of a million tons of steel per year, when 
steel was in short supply. GM’s loan to Republic was at 3 percent 
with no maturity date. While there is nothing in the record to indi- 
cate that GM coerced the borrowers, the result tended to place GM 
in an advantageous position solely on the strength of its vast wealth. 

Further testimony from GM brought out the fact that GM buys 
from 26,000 independent suppliers and that it spends 50 cents of every 
dollar received in sales with the 26,000 suppliers. The question thus 
arises—does GM, because of its vast purchases from individual 
suppliers, hold a power of coercion over them and has it compelled 
them to give it preferential treatment to the detriment of its 
competitors? 

Tie-in sales which result in exclusive dealing violate section 3 ofthe 
Clayton Act™ and the Federal Trade Commission Act and such sales 
may also violate the Sherman Act if by means of tying it is sought 
to exclude competitors and as a result tends to monopolize an industry. 
This offense is all the more serious when the penalty for not bowing to 
the tie-ins may be loss of the franchise to do business at all. It is 
possible that GM is forcing its dealers, perhaps as to both parts and 
advertising. 

GM requires its dealers to use ‘‘genuine GM parts,” arguing that 
it is necessary to preserve the good will of its customers. In the case 
of Pick Manufacturing Company v. General Motors Corp.» the court, 
interpreting the related section 3 of the Clayton Act, held that a manu- 
facturer may require the ‘‘use’’ of his parts in repair of his product, 
stating “the preservation of the good will of the public is directly 
involved.” 7° And see United States v. United Shoe Manufacturing Co.” 


’ 


% Hearings, pp. 2598 ff. 

% International Salt Co. v. United States, 332 U. S. 392 (1947) and United States v. Standard Oil of California, 
337 U. S. 293 (1949). 

3880 F. 2d 641 (1935). 

36 80 F. 2d 641 at 643 (1935). 

31 264 Fed. 138, 167 (D. Cal.) 250 U. S. 451 (1922). 
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The “good will” ruling extends only to GM parts, not accessories, and 
not to parts for any other car than those manufactured by General 
Motors. It most certainly cannot be interpreted to extend to insur- 
ance or financing. During this subcommittee’s GM hearings in 1955, 
the testimony brought out the fact that the parts purchased by GM 
as original equipment and parts shipped to its dealers for replacement 
purposes manufactured by independent suppliers, were, in fact, the 
same parts as those sold by the independent dealers for replacement 
on a particular GM model. The parts GM purchases are stamped 
“genuine,” while parts sold by the suppliers to customers other than 
GM do not carry this stamp. It would seem that in the light of those 
conditions, GM’s so-called good will interest is greatly outw eighed by 
the public interest. Ther efore, would it not seem more realistic today 
to apply the meaning of the IBM deci ision,** that GM could properly 
safeguard its ‘‘good will” by requiring its dealers in the repair of its 
automobiles to use parts of like grade, quality, and specification as 
those approved by GM? 

Automobile dealers comprise the greatest segment of the parts re- 
placement market. GM, being the largest manufacturer of auto- 
mobiles in the world, has, in fact, the largest dealer organization. 
Therefore, GM, by the terms of its contracts with its dealers, may be 
restricting the dealers to GM products, thereby foreclosing a large 
segment of the replacement parts market from effective competition. 
This very well may be a violation of section 3 of the Clayton Act. 
Similar activities were he ld in violation of the law in the Standard 
Oil of California decision.” In 1935, GM accounted for approximately 
38 percent of the registrations of new passenger cars. In January 
1958, GM, in a market with few competitors, accounted for 51 percent 
of the new car registrations. Contrasting these percentages with the 
recent Supreme Court tests in the Standard Oil case (51 percent GM 
to 23 percent Standard) * GM has a much larger percentage of the 
automotive business than Standard had of the gas business on the 
west coast and hence the problem which so troubled the court of 
“Standard’s minority share of the ‘line of commerce’ involved,” * is 
far less present in GM’s case. Also, it should be stated at this point 
that no agency system of any type or any agency contract of any 
kind whatsoever legitimatizes these suspected arrangements.” 


Interdivisional relations 


Diversified corporations under the antitrust laws cannot be allowed 
to attempt to monopolize in particular fields by selective price cutting 
or other misuse of the power inherent in vertical, horizontal, or 
conglomerate integration. 

General Motors reveals no public figures that show its interdivisional 
relations. In fact it claims such information as confidential and only 
submitted interdivisional data to this subcommittee on the condition 


28 International Business Machines Corporation v. United States, 298 U. 8. 131 (1936). 

29 337 U.S. 293 (1949); Pennsylvania W. & P. Co. v. Consolidated (, FE. L. & P. Co., 184 F. 2d 552 (CA 4 
1950) exe mplifie s an application of the act in that the party re stricted should have been in all re spects a 
competitor of the party making the restriction; and United States v. Maryland and Virginia Milk Pro. Asso- 
ciation, 90 F. Supp. 681, 687 (D. Ct., D. Col., 1950), while it reminds the reader that “full supply contracts 
* * * standing alone and containing no other provisions, are not necessarily illegal’ is completely distin- 
guishable on its facts. On the other hand, Chief Justice Vinson and Justices Jackson and Burton dissented 
in Standard Oil. Query: its future and the new dispensation, 

39 In fact, although the Court’s decision is not fully clear, a much smaller amount might have been con- 
sidered by the Court as sufficient. 

31 337 U. S. 293 at 298 (1949). 

#2 FTC vy. Curtis Co., 260 U. 8. 586 (1923). 
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that such figures and information would be kept “in camera.” It is 
concluded from this confidential data that General Motors may have 
practiced interdivisional price cutting in its automotive-manufacturing 
divisions and within its conglomerate integration. It is also highly 
possible that General Motors might be practicing the price squeeze on 
its competitors, as was seen in Corn Products, Alcoa,** and the 
A. & P.,* cases. Vertical or conglomerate integration can be an instru- 
ment of abuse for a giant corporation, but its power is greatly multi- 
plied and competitors are more easily excluded from the market when 
horizontal monopoly exists at some point along the line of vertical 
integration. Alcoa could not have so effectively squeezed the inde- 
pendent rollers of sheet aluminum had it not occupied a monopolistic 
,osition in the production of aluminum ingot, nor could Corn Products 
1ave squeezed the manufacturers of sirup mix had it not occupied a 
monopolistic position in the glucose market. 

General Motors could be practicing the squeeze by means of its 
large conglomerate size. In accomplishing its desired profit of 15-20 
percent return on its net worth, GM appears to have used its large 
size, financial might, and multiplic ity of divisions as devices in ful- 
filling a full-scale plan to suppress its weaker competitors. The 
advantages held by GM’s organization afford many devices through 
which unfair pressures can be exerted against competitors if, when, 
and where desired by its central control. 

Coercive purchasing 

Without alleging that GM has attempted to monopolize raw 
materials in the sense of cornering them,** the auto manufacturing 
company may have misused its power by either attempting to monopo- 
lize new production, through its financial plans and devices, or by 
coercion of suppliers to whom it held out the bait of its large market. 

During the period of short supply from 1946 until 1954, GM has 
used its giant buying power to its advantage and to the detriment of 
its competitors. It made loans to the Jones & Laughlin Steel Co. and 
Republic Steel in the amount of $28 million and $40 million, respec- 
tively. The Republic Steel loan was at 3 percent with no maturity 
date. The Jones & Laughlin agreement “bound General Motors to 
perform acts highly advantageous to it.” GM has also agreed to 
take an extra 240,000 tons of steel a year from Jones & Laughlin as 
long as it is operating at full capacity. 

Mr. Curtice testified that despite the loans he felt that GM got 
unfavorable treatment from the two steel companies, and the only 
reason the loans were made was to encourage the steel companies to 
expand in periods of short supply. However, Mr. Curtice did state 
that GM was to get a certain percentage of the increased capacity 
when it came into being and therefore loans were used to get GM a 
larger share of the raw materials being produced than they normally 
would have received. 

In 1949, GM made loans of capital to Pittsburgh Coke & Chemical 
Co. which added 35 coke ovens to meet GM’s requirements under a 
contract, with General Motors constructing 30 of the 35 coke ovens 
for the coke company. It also leased a 720-ton blast furnace from 


% U.S. v. Corn Products Pef. Co., 234 F. 964 (S.D.N.Y. 1916). 

% U.S. v. Aluminum Co., 148 F. 2d 416, 438 (C. A. 2, 1945). 

3 OU. S. v. New York Great A. & P. Tea Co., 67 F. Supp. 625, 655 et seq. (E. D. IIL, 1946), 
% U.S, v. Patten, 226 U.S. 525 (1913), 
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the Wheeling Steel Corp. Mr. Curtice testified that General Motors 
was to be supplied with additional coke as the capacity came into 
being, thereby again gaining an advantage over its weaker competitors, 

The fact that GM may have been preempting the raw materials 
market in a period of short supply following World War II and that 
it further was controlling new production could very well have been 
a contributing reason for failure to develop a larger share of the auto- 
mobile market and the eventual doom of Kaiser-Frazer, Hudson, 
Nash, and other defunct independent auto manufacturing companies. 

As a result of its favorable supply situation, GM was able to take 
the lead in the enormously expanding automobile industry after the 
war. It was in a far more advantageous position than any of its com- 

etitors. Thus, when during the 1950 coal strike Chrysler closed and 

‘ord and Packard were shutting down, GM, despite rumors to the 
contrary, appeared to be in a fortunate spot as far as coal and steel 
supplies were concerned.”” 

The modern antitrust views place great stress on access to raw 
materials. Thus, the major packers were not allowed to enter the 
retail meat market business on the theory that existing butchers 
might thereby be cut off from supplies.** Pullman was not to operate 
sleeping cars because the railroads would not then buy such vehicles 
from Budd.* Exhibition was to be separated from production and 
distribution in the motion picture industry because independent 
theaters otherwise would secure only the stale and unpopular films.” 

Such a denial of access to raw materials by competitors is common- 
place in periods of boom business and inflation when access to supplies 
is particularly essential due to the shortages caused by the inflated 
economy. ‘Therefore, the preemption of available raw materials might 
very well be held as an attempt to monopolize or a misuse of monopoly 
power under section 2 of the Sherman Act. 

The question arises whether benefits of quantity discrimination in 
the form of excessive sales to favored big companies able to exact 
extra quantities is also enjoyed by General Motors. Has GM clearly 
been able to procure more than its share? Testimony of Mr. George 
Romney citing an example of a smaller company having to pay a 
higher price for steel suggests that as contrasted to the smalle Tr com- 
panies, GM also may have received an advantage in price." 

Whether such activities and devices on behalf of giant corporations 
are labeled preemption of raw materials or quantity discrimination, 
the result is the same—the leading automobile manufacturing com- 
panies receive the most favorable treatment from their suppliers, with 
GM being given primary consideration. 


Control of industry prices 


Like power of a concern to preempt its desired share of a market or 
to control production, power over prices in an industry is indication 
of monopoly power. Thus, the question arises, does GM possess and 
use its massive power to control the price levels of automobiles? 

Mr. Curtice testified that General Motors’ aim is to make a profit 
of 15-20 percent on capital after taxes. Mr. Curtice contends that 
competition is taken into consideration but failed to show or explain 


8%? Automotive News, February 27, 1950, p. 1. 

3% U. S. v. Swift & Company, 286 U. S. 106 (1932). 

% U. S. v. Pullman Company, 50 F. Supp. 123 (E. D. PA., 1943). 
# U. S. v. Paramount Pictures, Inc., 334 U. 8. 131 (1948). 

“1 Hearings, p. 2855. 
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how the competitive forces of the market affect their prices. Senator 
O’Mahoney pointed out ” that during his 1955 hearings on page 3608 
of the record, Mr. Curtice testified, referring to the Buick Century: 

It probably was priced more in relation to its brothers than it was in relation 
to outside competition * * * so that the pricing was directly in relation to the 
costs and in relation to the other Buick lines which are the Special, the Super, 
and the Roadmaster. 

Senator O’Mahoney further stated that Mr. Curtice similarly referred 
to competition during the 1955 hearings and refused to show how 
supply and demand affected their pricing formula. 

Senator Kefauver pointed out that despite General Motors’ set 
goal of 15 to 20 percent return on capital aiter taxes, the corporation 
returned between 19 percent and 37.5 percent for the years 1940-56, 
returning over 30 percent in 3 of those years.® 

In 1956, Ford was the first to come out with its suggested list prices 
for 1957 models, with lower price increases than anticipated. Two 
weeks later Chevrolet announced its prices, with increases higher than 
Ford’s. One week later Ford revised its prices upward to match 
GM’s prices. 

The subcommittee inquired into Ford’s revision of their original 
suggested list prices. 

Senator Kerauver. If you had kept your prices lower, might not Chevrolet 
and other cars have come down to meet yours? 

Mr. Yntema. Conceivably it would have happened. I do not know if it would 
have happened. 

Senator Krravuver. If you had kept yours lower, would you not have gotten 
more sales, more business? 


Mr. YntTEMA. Probably some more. I do not know. 


This indicates that conformity to GM’s prices is considered more 
important to its principal competitor than competitive price advan- 
tage. Thus the prices fixed by GM at the beginning of the model 
year forms the pattern of prices for the industry during that 
model vear. 

The automobile companies are capable of predicting and setting 
their prices at the beginning of the year and then maintaining them 
throughout the entire model year. As has been set forth in some 
detail in part II of this report, Ford and Chrysler’s prices have con- 
formed to those of GM regardless of which company was tke first to 
announce prices. This form of price leadership by GM together with 
its ability to set its own prices in such a manner as to yield a pre- 
determined rate of return, or more, over a period of years leads to the 
conclusion that GM has the power to control the industry’s prices. 


Monopolization of market share 


If the percentage approach to monopoly is to be utilized, i. e., 
x percent of a market, with the percent being over 70 pencant as 
implied in Alcoa, the undefined part of the equation is the meaning 
of ‘‘market.”’ 

“Market” is most usually referred to with respect to a geographical 
area or product. If the geographical area is used as a test, the area 
can be relatively small as in Yellow Cab.* And if the product test is 

42 Hearings, pp. 2527-2528. 

8 Tbid., p. 2525. 

4 Tbid., p. 2694. 

48 U. S.v. Yellow Cab Co., 332 U.S. 218 (1947); also see Mandeville Island Farms vy. Amer. Crystal Sugar 


Co., 334 U. S. 219 (1948) (Northern California Market), and see U. S. v. Crescent Amusement Co., 323 U. 8. 
173 (1944) (exhibition circuit). 
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applied, a very specialized definition of the product may be used, 
as in the Alcoa case. 

The extent of the monopolizing through abuse of power may en- 
compass such a percent of the affected market as becomes of itself 
monopoly in violation of the Sherman Act. Nevertheless, a misuse of 
monopoly power possessed by a large corporation may v iolate the act 
although the goal set or attained falls short of the share of the affected 
market necessary to constitute monopoly of that market. In such 
a case, the evil abhorred by the law is not so much the percent of the 
market preempted as it is the abuse of the monopoly power of the 
preemptor. Thus, the share of the market possessed by a particular 
customer or group of customers which a concern appropriates to itself 
and precludes others from sharing by improper means may be the 
relevant market. 

The Klearflax case * clearly established the legal principle that the 
re-emption of the business of one customer through the exertion of 
monopoly power violates section 2 of the Sherman Act. In that case, 
Klearflax produced material for linen rugs. It sold most of its mate- 
rial to rug-manufacturing corporations and the remainder was used 
by its own rug-manufacturing division which was an insignificant part 
of its company. Its position in the whole American finished rug 
industry was of no mention (one-half of 1 percent) but it was the sole 
manufacturer of this particular rug material. Therefore, it held a 
100 percent monopoly on this particular phase of the rug industry. 
Klearflax had not attained this monopoly by any illegal means and 
apparently had not used any improper trade practices in keeping 
competitors from entering the business. 

For a 10-year period, Klearflax, through its own rug-manufacturing 
division, was the sole bidder on the Government’s linen-rug demands. 
In 1944, a manufacturer competing with Klearflax’s rug division, who 
through necessity bought his raw materials from Klearflax, underbid 
Klearflax on a Government contract—the General Schedule Contract. 

Through various oppressive devices, including the cutting off of the 
competitor’ s supply of raw materials, Klearflax ‘attempted to preclude 
its competition. Such activities were held in violation of the Sherman 
Act. 

No geographic or product monopoly was charged. What was 
actually charged was the attempted monopolization by the use of 
monopoly power of the purchases of but a single customer whose total 
purchases amounted to a quantity equal to a mere 5 percent of Klear- 
flax’s annual sales. The court stated: ‘The law will not countenance 
the attempted removal of Floor Products as a competitor if the removal 
was actuated solely by a plan and scheme to obtain an unlawful 
monopoly.”’ The actions of Klearflax were described by the court as 

“designed attempt to monopolize the Government business under 
the General Schedule Contract’’—only one customer. 

The inquiry becomes, did GM, by its selective price cutting in 
certain divisions thereby operating those automotive divisions at a 
loss, and by ‘‘snapping up” available raw materials in periods of short 
supply and by other uses of its power, steadily monopolize 45 percent 
of the market. Such activities were held in violation of the law in 









“ U.S. v. Klearflar I.ooms, Inc., 63 F. Supp. 32 (Minn. 1945). 
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the Paramount and Klearflax cases, the latter citing and following the 
excellent language of Patterson v. United States: 

Clearly, then, a conspiracy between the officers and agents of one corporation 
on its behalf in restraint of a single interstate sale or shipment of another com- 
petitor is covered by it * * *. But, though but one competitor can make a sale, 
all competitors can enjoy the free ‘opportunity of approaching each and every 
prospective purchaser on equal terms, with the choice of making a sale if he can 
persuade him to buy. For one competitor to exclude all or substantially all other 
competitors from such opportunity, i. e., drive them from the field of freely 
offering their goods, so as to have that field to himself is to monopolize according 
to the legal and accurate sense of the word. 

As the Government argued in the Paramount case, ‘“No manu- 
facturer has the right deliberately to acquire control of a particular 
market for a product where the purpose or necessary effect is to ex- 
clude others from an important segment of the market.” “ 

The fact that GM has steadily held its share of the market is con- 
firmed by Mr. Curtice’s testimony: 

Mr. Curtice. I think while we are waiting for the chart, Mr. Chairman, I 
might make this observation: There has been very little change in the General 
Motors position since 1940 and 1941, as indicated by that chart which you have 
just put in the record. 

We had about 48 percent of the market in 1940—41 and last year, 1957, 46 per- 
cent of the market, excluding imports. 

If the share of the market which General Motors has set and at- 
tained during a period of years falls short of monopoly position within 
itself, such smaller share may still violate the Sherman Act if it has 
been maintained through the abuse of monopoly power. The exam- 
ination turns to the manner in which GM has used its integrated 
power. 

This line of reasoning does not result in any quarrel with the fact 
that, under appropriate circumstances, mass manufacturing, mass 
buying, and mass distributing organizations may validly be combined 
in either or both a vertically or horizontally integrated cere: 
However, the abuse of power possessed through integration and size 
unreasonably to restrain trade and monopolize is condemned by the 
Sherman Act. The resulting control of the commerce in a commodity 
may fall far short of complete occupation of the field.” 

It would be unrealistic to assume that so vast a corporation as 
GM with its comparative position in the automobile industry is not 
possessed of an outstandingly massive buying and selling power. By 
far the larger part of the schemes conde mned by the courts under the 
Sherman Act, particularly under section 2, have been characterized 
by patterns founded in some instances upon a loose combination, in 
others upon a close vertical or horizontal integration, depending in 
some cases upon massed buying power or upon massed selling power 
alone, and in others combining both. This could be expected since 
buying and selling is the substance of commerce. Control of massed 
power to buy and massed power to sell are the most natural and 
effective means to the artificial restraint and control of commerce. 
Techniques employed by successive violations of the Sherman Act 
may differ in details but the effects upon commerce are unreasonable 
restraint and monopolizing. The cases involving massed buying and 





47 Brief for United States, p. 103, in U. S. Paramount Pictures, Inc., 334 U. S. 131 (1948). 
48 United States v. New York Great Ailantic & Pacific Tea Co., 67 F. ‘Supp. 626. 
49 United States v. Reading Co., 253 U. 8. 26, 47. 




















































































































































180 ADMINISTERED PRICES—AUTOMOBILES 


massed selling power in the motion-picture industry are examples.” 
The abuse of both powers was also the heart of the A. & P. case.” 
The case of United States v. General Motors Corporation * is illustrative 
of the abuse of massed selling power by GM. Another example of 
misuse of massed selling power by GM is the previously discussed 
National City Lines case (filed in 1947). 

Price fixing is a form of misuse of selling power. In 1946 GM 
along with five other corporations was indicted on allegations of con- 
spiring to fix prices on ball bearings. The defendants entered pleas 
of nolo contendere in 1947 and paid fines. Furthermore, the hearings 
of the subcommittee reveal that GM’s prices become ‘the prices of 
the industry. 

As previously mentioned, in 1956 GM was charged by the Govern- 
ment with monopolizing the manufacture and sale of transit and inter- 
city buses. This charge involved the use of massed selling power. 
Thus the case history portrays a number of instances in which GM 
has in the past been charged with control based upon use of massed 
selling power. It might also be asked whether GM was abusing its 
massed buying power in connection with its loans to steel companies 
as previously discussed. 

Aside from the case examples of control of commerce through inte- 
grated power, there are implications of monopoly power in facts re- 
vealed in the subcommittee hearings. Has GM exercised monopoly 
control through its massed buying and massed selling powers in main- 
taining approximately a 45-percent share of the automobile market t, 
particularly in view of its apparent industry price leadership during a 
number of years? It is self-evident that the ability to maintain and 
the maintenance of any given share of the market necessarily excludes 
others from that part of the market, whether legally or illegally accom- 
plished. The question is whether the share is monopoly standin 
alone,® or if less than such a monopoly, has the share been vinintaiiiad 
by an abuse of monopoly power ™ or with the intent to monopolize.™ 

It appears equally clear that maintenance of a monopoly position 
for a period of years through means, not in themselves illegal, to fore- 
stall the emergence of competition, violates section 2 of the Sherman 
Act. To hold that such instances of monopoly power do not, without 
actual exclusion of competitors, constitute an illegal monopolization 
of commerce would be to “‘emasculate the act.” ** It also should be 
noted that, although the percentage control may be relevant where 
the question of power to exclude is open, where the power to exclude 
is established by its exercise, percentage control or market share need 
not be consulted.” 

Against the background of the foregoing established antitrust prin- 
ciples, the position of GM must be considered. Since 1939, except 
during the World War II years and the period of short supply of ma- 
terials following the war, GM has maintained over a 45-percentage 

® United States v. Crescent Amusement Co., 323 U.S. 173; Interstate Circuit v. United States, 306 U. 8S. 208; 
Bigelow et al., ¥. RKO Pictures, Inc., 327 U. 8. 251; United States v. Griffith, 334 U. 8. 100; United States v. 
Paramount Pictures, 334 U. 8. 131; Schine Theatres v. United States, 334 U.S. 110 and others. 

8! 674, Supp. 626, affirme d 173 F. 2d. 79 (CCA7). 

#2 121 F. (2d) 376 (CCA 7), cert. den. 314 U. 8. 618, filed in 1938, 

8 Alcoa case, supra. 

% Standard Oil Co. v. United States, 291 U. 8. 1, 61; United States y. American Tobacco Co., 221 U. 8. 106, 
181-183; United States vy. Pullman Company, 50 F. Supp. 123, 136. 

8% American Tobacco Co. vy. United States, 147 F. (2d) 93, 110-112 (CCA 6). 


% United States vy. Aluminum Co. of America, 148 F. (2d) 416, 431 (CCA 2). 
® United States vy. Paramount Pictures, 334 U. 8. 131, 166-174. 
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share of the automobile market. In 1940 and 1941, its share was 
approximately 47 percent, in 1950 over 45 percent and in early 1958, 
its share was 51 percent. 

It appears that GM is aware of the concept of a “‘share of the mar- 
ket.”” In 1950, Mr. Harlow Curtice was quoted as saying: ‘‘We exovect 
to regain our prewar proportion of the industry market.” It is 
worthy of notice that following that statement GM’s share of the 
market did rise. He also referred to GM’s “appropriate ratio of sales”’ 
on the west coast. This concept of an expected share of the market 
is exhibited in GM’s profit and production controls. 

Mr. Curtice testified before the subcommittee that GM set as its 

rofit goal a net return after taxes of 15 to 20 percent on investment. 
He stated that their prices of cars were cnlcaloted to give them the 
desired return. In most years the net returns have exceeded the 
desired percentage. GM must also obtain extensive information 
upon which to formulate judgment of the number of new cars which 
will be absorbed during the forthcoming year. It, indeed, appears 
necessary to the prediction and accomplishment of profits planned 
that GM formulate somewhat accurate forecasts not only of the total 
market but also of its desired share of that market. 

With GM’s share determined, it is understandable that the profit 
can be ascertained. Automobile manufacturers’ prices normally 
remain stable throughout the new model year. It appears from the 
record of the hearings that GM’s prices on its automobiles in each 
price range become substantially the prices of the industry for cars 
in comparable price ranges. This raises the question of whether GM 
has and may be using its massed powers to control price levels in the 
industry. It, nevertheless, indicates that GM is in the position to fix 
its prices in advance of the new model year without concern for the 
effects of competitive pricing on its planned percentage profits and 
on its share of the market, maintenance of which appears necessary to 
the desired profit results. 

GM is vertically integrated in its automobile operations. It is also 
horizontally integrated in that it has automotive divisions which have 
for many years produced and sold automobiles in all price ranges of 
the industry, except in recent years the rather insignificant lowest 
priced range such as the cheapest foreign made cars. This opens 
an avenue to market preemption through shifting concentration of 
advertising and other powers, even if in themselves legal, from division 
to division as desired. 

GM also has a large dealer organization spread throughout the 
United States. Such an organization affords an opportunity for 
raising GM’s share by pressures exerted to increase the quotas of the 
dealers. Some indication that such pressures have been exerted 
rests in the hearings on and passage of Public Law 1026, approved 
August 8, 1956, in order to balance the power of automobile manu- 
facturers with that of dealers.® 

GM is also a conglomerate organization in that it is engaged in 
manufacturing in fields not directly related to the production of 
automobiles. In many of those industries, GM is the leading company 
or among the leading companies. Thus the size and integration of 
GM affords opportunity for abuse in three aspects of integrated power 
md. Report No. 2850 of the House Committee on the Judiciary on Automobile Dealer Franchises, July 

, 1956. 
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which form ready tools for preemption of market shares. A large 
field of discovery of great economic importance invites the interest 
of antitrust enforcement agencies. 


Conclusion 


The subcommittee takes notice of the filing in recent months by the 
Department of Justice of two antitrust cases in the automobile in- 
dustry. One involved restrictive contracts in connection with the 
sale and distribution of Volkswagens in the United States. The other 
charged a conspiracy by automobile dealers in the District of Columbia 
to impose a price “trading pack’? which was to be added to the manu- 
facturer’s list prices of automobiles. 

Without in any way questioning the propriety of actions taken by 
the Department in those cases, the subcommittee is of the opinion 
that the Department should direct its efforts to a thorough examina- 
tion of monopoly aspects of the automobile industry. The record of 
the hearings by the subcommittee should be of assistance in that under- 
taking. The evidence adduced in the hearings at least affords indica- 
tions that monopoly power is extant in the industry. Information 
developed in these and previous hearings on the automotive industry 
and in previous antitrust litigation may furnish the key of the “little 
abuse” of monopoly power necessary to open the door to antitrust 
attack on monopoly. This is particularly applicable to GM and may 
apply also to Ford and Chrysler. 

A number of avenues of inquiry are suggested by that information. 
An investigation of those may result in the discovery of others. 
As illustrative of the questions raised, the following are mentioned: 

Notwithstanding the GMAC case, the statement was made in the 
hearings before the subcommittee that automobile dealers are not free 
but are captives of the manufacturers. This prompts examination 
as to its effects on dealers as well as the part it may play as a means 
of preempting a desired share of the market by the dominant company 
or companies. An investigation should be made as to whether full- 
line forcing or tying practices are being resorted to with respect to 
dealers in selecting the parts and accessories which they might handle. 
An investigation should also be made as to whether or not General 
Motors is forcing its dealers to handle its own products exclusively. 
Such investigation should include the relationship between General 
Motors Acceptance Corp. and General Exchange Insurance Corp. 
Does GMAC require insurance with GEIC? Does GEIC require that 
repairs be made in the shops of General Motors’ dealers and, if so, 
can parts other than General Motors’ parts be used? 

It should be determined whether there is an abuse of massed selling 
power in respect to dealers, relating to the use of the large manufac- 
turers’ horizontal and vertical integration and conglomerate diversi- 
fication through coercive devices or unfair manipulations. Such abuse 
of GM’s power has been shown in past cases brought by the Govern- 
ment. As GM does not make public figures on the profitability of its 
various divisions, this investigation should determine whether some 
of its divisions are wholly or partly subsidized by others. An examina- 
tion of such data is of the very essence in order to determine whether 

or not the conglomerate economic strength of General Motors is being 
brought to bear selectively in any divisional field or in a partic ular 
industry. 
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During the course of Mr. Harlow Curtice’s testimony before the 
subcommittee, he also stated that General Motors, in establishing its 
automotive prices can and does establish the price of automobiles 
sufficiently high to guarantee a return of 15 to 20 percent profits, after 
taxes. How this practice by General Motors can be reconciled with 
competitive behavior should be an integral part of this investigation. 

The use of GM’s great financial power in connection with its massed 
buying power to obtain materials in short supply at times when other 
competitors are handicapped by the unavailability of supplies suggests 
scrutiny of the buying practices and means used to obtain advantages 
over competitors. In view of the judicially determined ‘dominant 
_ in the auto industry” held by GM, it should and can be held 
egally responsible for a very high standard of conduct. In fact, its 
share of the market has come perilously close to the percentage indi- 
cated as ‘‘doubtful” in being of sufficient size to constitute monopoly 
in and of itself. 

The subcommittee believes that the record of its recent hearings 
and those held in 1955 leaves little doubt that the hard core of the 
monopoly problem in the automobile industry is in the concentration 
of production and power held by GM. This concentration appears 
neither compatible with nor conducive to a free market in which the 
public must buy automobiles. In the general context of trying to 
preserve competition and prevent monopoly, it would appear appro- 
priate that the Department of Justice consider following its recent 
cases against small factors in the industry with a thorough investiga- 
tion and, if justified, a case under section 2 of the Sherman Act 
against the dominant economic force in the industry. 


*United States v. General Motors Corp., 121 F. (2d) 376; cert. den. 314 U. 8. 618. 
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AppENDIxX A 
TrecHnicAL Notes To CHAPTER 6 


1, THE EFFECTS OF TRANSACTIONS COSTS ON CHANGES IN AUTOMOBILE OWNERSHIP 


Transactions costs have two distinct effects: 

(a) The individual consumer does not own, at any given time, the exact 
quantity of automobile he would hold in perfect adjustment to all those factors 
which determine his demand or level of ownership—sometimes he owns more, 
sometimes less. The exact interpretation of “more” and “less’’ must be made 
with some care. Suppose that a consumer with a given income, tastes, etc., and 
facing a certain price has a desired level of ownership equal to 0.75 new-car 
units. He could maintain this level of ownership in two ways: (1) He could buy 
a l-year-old car every year, or (2) he could buy a new car every 3 years. In the 
second case he would have a level of ownership equal to 1 new car unit once 
every third year, 0.75 new car units once every third year, and approximately 
0.5 new car units once every third year. In only 1 year out of every 3 would he 
actually attain the desired level of ownership, but his average level of ownership 
would be 0.75 new car units over the 3-year period and he would incur the trans- 
actions costs involved in purchasing an automobile only once in 3 years instead 
of every year. While the existence of transactions costs prevents the individual 
consumer from being in full adjustment each and every year, such effects tend to 
wash out when we consider a large group of consumers, provided the aggregate 
average level of ownership is stable. 

(b) If the aggregate average level of ownership is changing, the existence of 
transactions costs may result in delayed adjustment to price and income changes. 
This effect does not tend to wash out for large groups of consumers. Consider 
a representative consumer who has an equilibrium level of ownership of 0.65 
new car units. Now suppose that either because of a lower price for automobiles 
or a higher income, his equilibrium level of ownership changes to 0.75 new car 
units. Previously he was able to attain his equilibrium level of ownership by 
buying a new car every 4 years; now he must shift to a 3-year cycle. The effects 
of the price change or income change on new purchases may not appear until as 
many as 3 years have elapsed, depending at which point our consumer is in his 
cycle at the time the change takes place. In reality, of course, we consider not 
just one consumer but a substantial number of them. Some will make their 
adjustments very rapidly; they are the ones who have relatively high levels of 
ownership. Some will make their adjustments only after some time has elapsed. 
The result is a delayed upward adjustment in the level of ownership due to a pric- 
or income change. The effects of the price or income change are felt gradually 
over a period of time, and the full effects are realized only after a period of time.! 

We have already shown that the effect of transactions costs is to put consumers 
in various cycles of purchase. Thus, if the equilibrium ownership level of a con- 
sumer is 0.65 new car units, he may buy a new car every 4 years so that he averages 
the 0.65 level but does not incur the transactions costs involved in buying the 
appropriate used car every year. In our previous example, we showed that a 
shift from a 0.65 level to a 0.75 level would involve a shift from a 4-year cycle to 4 
3-year cycle. Now, however, consider a shift in the opposite direction, from a 
3-year cycle to a 4-year cycle. If the consumer is at the end of his 3-year cycle 
when the change in price or income necessitates a change in his ownership level, 
the effect will show up immediately—by not buying a car in the fourth year he 
automatically puts himself on a 4-year cycle and thus reduces his average owner- 


1 Such delayed reactions are technically known as distributed lags. A detailed discussion of such| ags 
and methods for treating them statistically may be found in Marc Nerlove, Distributed Lags and Demand 
Analysis for Agricultural and Other Commodities (Washington: U. 8S. Government Printing Office, 1958), 
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ship level. If, however, he is not in the fourth year of his cycle, some time may 
elapse before the price or income change affects his behavior. Thus, when a group 
of consumers is considered, a downward adjustment in ownership may be delayed 
because of the fact that consumers are at different points in their individual cycles 
of purchase. However, the time elapsed on the average must necessarily be 
shorter in moving from a shorter cycle to a longer cycle, and, hence, the delay in 
adjustment must be less for downward adjustments than for upward adjustments. 
Thus, transactions costs act asymmetrically in producing delays in adjustments 
of ownership. 
2. DR. CHOW’S DEFINITION OF OWNERSHIP 


Dr. Chow’s testimony before the subcommittee may leave the impression that 
total ownership is obtained from the ownership of automobiles of different ages by 
applying a constant 25 percent per year. This, however, is not strictly true. 
What Chow has actually done is to multiply the number of cars owned in different 
age groups by an average price for that age group in 1937. Thus, the number of 
1-year-old ¢ars in any year is multiplied by the 1937 price of 1- year-old cars, the 
number of 2-year-old cars in the same year by the 1937 price of 2-year-old cars, 
and soon. ‘The resulting products are then summed to give the ownership level 
for the given year. The structure of 1937 prices is thus of crucial importance in 
the determination of ownership levels. wo questions immediately arise in 
connection with Chow’s use of 1937 prices to determine ownership levels from 1921 
to 1953, his period of analysis: (1) How accurately do 1937 prices reflect a 25 
percent annual depreciation rate? (2) Is the depreciation rate as reflected in the 
prices of cars of different ages constant from year to year and what effect does a 
nonconstant depreciation rate have on Chow’s measure of ow nership? 

In order to shed light on these questions we plotted Chow’s prices for cars of 
different ages in 1937 on semilogarithmic paper (see figure 1). The horizontal 
axis of figure 1 refers to the age of a group of cars. The vertical axis shows price. 
If constant percentage depreciation is the rule, the points should fall on a straight 
line. Chow’s prices for 1937 fall remarkably close to the straight line labeled 
1937 and there is little or no evidence of curvature which would indicate that 
constant percentage depreciation was not appropriate. We also plotted average 
prices of cars of differing ages in 1955. Once again these fell very nearly on a 
straight line. Now the slope of the 2 lines indicates the appropriate constant 
percent depreciation, and the 2 slopes are not the same. Around each line, 1937 
and 1955, we have plotted 2 additional lines: for the 1937 prices, a 20 percent per 
year and a 25 percent per year depreciation rate line; and for 1955, a 25 percent 
per year and a 30 percent per year line. These lines show that the depreciation 
rate in 1937 was less than 25 percent, perhaps more nearly equal to 22 or 23 per- 
cent, and that the depreciation rate in 1955 was nearly 30 percent per year. The 
conclusions that may be drawn from figure 1 are: first, that constant percentage 
depreciation is an excellent approximation for any 1 year, but, second, that the 
actual rate of depreciation changes from year to year, although 25 percent may 
be a good average. The effect of using 1937 prices to compute ownership levels 
is that in periods when depreciation is greater than in 1937, the computed owner- 
ship level exceeds the actual, and in periods when depreciation is less, the com- 
puted is less than the actual. However, since most cars are not more than 10 
years old, the differences will be slight.? 


2 This results from the fact that divergencies between the lines appropriate to different rates of deprecia- 
tion in figure 1 are slight for the newer used cars. 
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3. COMPARISON OF CHOW’S TESTIMONY AND PUBLISHED WORK 


In his published work? Chow devotes most of his effort to explaining car 
ownership per capita, i. e., car ownership as defined above divided by population. 
Inasmuch as the explanation of ownership lies at the heart of Chow’s explanation 
of new purchases, it is worth going into in some detail. He uses various combina- 
tions of the six factors to explain car ownership per capita. These are: (1) 
price, (2) current disposable income per capita, (3) ‘“‘expected’’ disposable income 
per capita, (4) total money stock per capita, (5) personal money stock per capita, 
and (6) trend. All of these variables except trend are deflated by the implicit 
GNP deflator shifted to a 1937 base. Chow presents nine different analyses 
involving these variables. Table A-1 summarizes his results for the price and 
income elasticities of ownership. All analyses are carried out for the period 
1921-53 including the war years. An explanation of Chow’s price variable and 
the ‘‘expected”’ income variable is in order at this point. His price variable is, 
in his own words: 

‘‘* * * a relative price index of cars, obtained by multiplying the retail prices 
of cars of different age groups by the corresponding stocks [i. e., ownership] on 
December 31, 1937, and dividing by the 1937 value of the same car stocks and by 
the GNP deflator of the United States Department of Commerce shifted to 100 
for 1937. The retail price of cars of each model year at the end of each calendar 
year is a simple arithmetic mean of the prices of all the cars in this age group as 
advertised in three newspapers, the Chicago Tribune, the Washington Post, and 
the Salt Lake Telegram (which is replaced by the Los Angeles Times for the year 
beginning 1942) on the last Sunday of December.” 4 


TaBLE A-1.—Summary of Chow’s results from statistical analyses explaining owner- 
ship per capita 


Elasticity of own- 
ership per capita 
Page ref- | Variables included other than owner- with respect to— 
Analysis No. erence ® ship per capita and price 


Current 


Current income 

Current income and trend 

Expected income 

Expected income and trend 

Total money stock 

Personal money stock —1. 

Current income and total money stock - —1. 

-—ee income and total money —103 
stock. 

Expected income and personal money —1.04 
stock. 


®In Gregory C. Chow, Demand for Automobiles in the United States (Amsterdam: North-Holland 
Publishing Co., 1957). 


b The percent of the variation in the average price of new and used automobiles explained by the analysis. 
(See text for an explanation of average price.) 

¢ Derived from Chow’s results by the subcommittee staff, based on the assumption that a 10-percent 
change in current income from what was expected results in an 8-percent change in expected income. 


Thus, Chow obtains an index of the prices of all automobiles which has base 
period 1937. It can be thought of as an index which weights the ratios of price 
in current year to price in base year by the percentages of dollar value of the 
1937 ownership in each age group. In view of the remarkable relation between 
the prices of cars of different ages as exhibited in figure 1 (see technical note 2), 
it appears that Chow has gone to more trouble in constructing his price series 
than necessary: Because the relation between the prices of cars of different 
ages is relatively stable, only one price is needed to characterize the whole struc- 
ture; this could be the price of 10-year-old cars, for example, or the price of new 
cars. Only in periods when the prices of new and used cars move divergently 
would his procedure be necessary. 

“Expected” disposable income is a concept due to Prof. Milton Friedman 
of the University of Chicago.’ Without going into great detail, the concept 


s Greeny C, Chow, Demand for Automobiles in the United States (Amsterdam: North-Holland Publish- 
g Co., 1957). 
» ‘Chow, op. cit., p. 31. See also appendix II, Sources of Data, pp. 104-105. 

‘ a of the.Consumption Function (Princeton: Princeton University 
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of expected income can be briefly summarized as follows: The demand for all 
items of consumption, including the services of automobiles, is related not to 
current income but to income a consumer expects to have over a period of years, 
namely, expected income. But current income does affect consumers’ expecta- 
tions. In somewhat oversimplified way, what Friedman assumes is that a 
given percentage increase in current income above what was expected results in 
a proportionate increase in expected income, and similarly for decreases. On 
this assumption, Friedman derives a series on expected disposable income, and 
it is this series which Chow uses. If the elasticity of ownership with respect to 
expected income has been found, the elasticity with respect to current income 
can be computed by multiplying the former by the proportion referred to above. 
This proportion has been estimated by various investigators. The value used 
here is 0.8. 

Chow’s use of the money stock (total or personal) is related to an alternative 
theory of demand that he proposes, which is to regard the ownership of an auto- 
mobile as similar to the ownership of any other asset, say, a bank deposit, or a 
share of stock orabond. On theinterpretation set forth in the text of the chapter, 
the stock of money is important insofar as it reflects the liquid asset position of 
consumers and this in turn affects the rate at which consumers are able to adjust 
ownership and not the absolute level of ownership. 

Perhaps the most surprising thing about table 1 is that the price elasticity of 
ownership with respect to price is uniformly higher, no matter which analysis is 
chosen, than the elasticity which Chow gave in his testimony before the subcom- 
mittee. Chow gave the price elasticity of ownership as —.6 and the income 
elasticity as +1.5. The estimates of the income elasticity presented in table 1 
do tend to fall around +1.5, at least, but the estimates of the price elasticity are 
all uniformly higher, the lowest being —.95 for the two analyses containing ex- 
pected income, and expected income and trend, in addition to price and ownership. 
One analysis yields a price elasticity of —1.56. 

Like all careful research workers, Chow gives us not only his final result (which 
he does later on in his published work *), but also all his intermediate results, 
This procedure may, it is true, lead to confusion on the part of the casual reader, 
but it is an invaluable aid to anyone who wishes to work through the steps which 
led to the final result and thereby estimate for himself the significance of that 
result. This is precisely what we do in this technical note. 

Examination of the analyses presented in table 1, indicates that those analyses 
which involve expected income (3, 4, 8, 9) “‘explain’’, in a statistical sense, a 
greater portion of the variation in ownership over the period of analysis. In 
many cases the differences are slight, but Chow finds that they are statistically 
significant. If one adopts the view that it is preferable to explain something 
with as few variables as possible provided one can achieve the same degree of 
explanation, it is apparent that analysis 3, which explains price as well as 4, 8, 
and 9 but which involves only expected income in addition to ownership, is the 
preferable analysis. Why toss in trend or money stock when we can get along 
without them? 

It should be noted in passing that in the analyses presented in table 1, Chow 
does not allow for delays in the adjustment of the level of ownership to changes 
in price or income, although he does so in his final analysis. It has been shown 
that neglect of these considerations may lead to serious errors in measuring the 
price and income elasticities of either current ownership or equilibrium ownership. 
In most cases it has been found that the price elasticity obtained when delays in 
adjustment are neglected tends to understate the elasticity of equilibrium owner- 
ship with respect to price and to overstate the elasticity of current or actual 
ownership.’ But this is not always the case; depending on the movement of 
prices during the historical period, the estimate of the elasticity which neglects 
delays in adjustment can sometimes understate even the elasticity of current or 
actual ownership, or may even overstate the elasticity of equilibrium ownership. 

In his testimony Chow derives the elasticities of new purchases with respect 
to price and income from the corresponding elasticities of ownership, but in his 
published work the bulk of Chow’s analyses of new purchases, though resting 
theoretically on the relation between ownership and the factors which determine 
it, are treated separately. It is thus possible to work forward from Chow’s 
discussion of ownership to the implications for new purchases, or to work back- 
ward from his discussion of new purchases to the implications for ownership. 
Table A—-2 summarizes Chow’s direct analyses of the demand for new purchases as 


¢ Chow, op. cit., p. 65. 
1 See Mare Nerlove and William Addison, Statistical Estimation of Long-Run Elasticities of Supply and 
Demand, secs, 2 and 3; Journal of Farm Economics (November 1958) forthcoming. 
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contained in his published work. There are 12 such analyses presented, and all 
cover the period 1921-41 and 1947-53. A word or two is necessary to explain 
the inclusion of depreciated ownership on hand from the previous year or the 
undepreciated ownership on hand from the previous year in all but two of the 
analyses. It is the presence of one or the other of these variables which ties 
Chow’s analysis of new purchases to his analysis of ownership. 

If consumers adjust fully to changes in price and income within a l-year period, 
new purchases are just the sum of the desired change in ownership level plus the 
depreciation of the old ownership. That is, the gross change, new purchases, is 
the sum of purchases for replacement and purchases for net addition to ownership. 
Through the use of some algebra, Chow shows that new purchases depend on the 
same factors which determine ownership and on the depreciated ownership of the 
previous year. 

The first thing which should be noted is that, except for analyses 5 to 8, the 
explanation of new purchases is markedly worse than the explanation of ownership 
by any of the analyses presented in table A-1. However, analyses 5 to 7 can be 
neglected for the following reason: In each case the analysis is a sort of ‘“‘turned- 
around” version of one of the analyses 1 to 3, i. e., instead of explaining new 
purchases directly, these analyses explain the price of new cars. From them it 
is indeed possible to ‘explain’? purchases indirectly. Now new car prices are 
largely determined by the manufacturers and in turn determine purchases, not 
the other way around, so that these analyses (5 to 7) are, in a certain sense, illegiti- 
mate. Granted that all prices can be adequately represented by one price, in- 
cluding the new car price, it follows that analysis 8 is equally illegitimate and can 
be neglected. 


TaBLe A-2.—Summary of Chow’s results from statistical analysis explaining new 
purchases per capita or price 








Elasticity » of 
Anal- new purchases 
ysis | Page with respect to— 
num- | refer- Variables included, other than new purchases 
ber jence « 
Price | Current 
income 


Price of all cars; expected income; amount of depreciated owner- 

ship on hand from previous year 2. 44 4 +4. 49 51 
Price of new cars; expected income .e 4 -+1. 87 . 60 
Price of new cars; expected income; ownership from previous 
| . 6 4 +2. 30 *. 65 


4 +2. 63 *. 63 

| Price of new cars; expected income; amount of depreciated 
ownership on hand from previous year —6.66 | 4-+-7.30 ** 86 
Price of new cars; expected income —3.19 | 4-+43.45 °°. 83 
Price of new cars; expected income; ownership from previous 
—3.52 | 4¢-+44.32 ** 89 


—2.93 | 4+5.04 **, 92 

Price of new cars; expected income; current income; ownership 
from previous year —1.05 | ¢+2.21 *. 82 
Price of new cars; current income; ownership from previous year_| —1. 20 +2. 30 *, 82 
Price of all cars; expected income; current income; ownership 
from previous year | —.95 | *-+2.63 *. 86 
| 63 | Price of all cars; current income; ownership from previous year_.| —1.03 | +2. 69 *. 86 














*In Gregory,C.“Chow, Demand for Automobiles in the United States (Amsterdam: North-Holland 
Publishing Co., 1957). 

> Chow’s analyses for new purchases were conducted using the actual values of the variables rather than 
the logarithms of these variables. The subcommittee staff has therefore computed the values of the elas- 
ticities at the arithmetic means of price, current income, and new car purchases from the formulae given by 
Dr, Chow, 

¢ The percent of variation explained by the analysis in— 

*New car purchases, 
**Price, either average price or new car prices as indicated in column 2. 

4 Based on the assumption that a 10 percent change in current income from what was expected results in 
an 8 percent change in expected incomie. 

¢ Net effect of a change in current income computed as the sum of its direct effect and its indirect effect 
via expected income, 





As indicated earlier, analysis 3, table 1, gives the best explanation of ownership 
per capita consistent with the minimum variables criterion. This analysis ex- 
plains the average price of all cars by ownership per capita and expected income 
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per capita. It can be turned around, so to speak, so as to explain ownership by 
price and expected income. When this is done, a price elasticity close to —1 
is obtained and an income elasticity of about +1.6isfound. Now, if depreciation 
is approximately 25 percent per year (see technical note 2), the price elasticity of 
new purchases should be about —4 and the income elasticity should be about 
+6.4. The elasticities shown for analysis 1, table A-2, are substantially lower 
than these derived elasticities. Dropping depreciated ownership and using new- 
ear price instead of average price (analysis 2) only makes the elasticities differ by 
more. On the other hand, use of ownership the previous year rather than de- 
preciated ownership (analyses 3 and 4), while not raising the elasticities to the 
levels indicated by the previous analysis of ownership, does improve the explana- 
tion of new purchases. In the case of analysis 1, only a little more than 50 
percent of the variation in new-car purchases is explained. The price and income 
elasticities, incidentally, have now gotten close to those which Chow presented in 
his testimony. 

Analyses 9-12 introduce current income, either in addition to expected income 
or by itself. Although the explanation of new purchases is considerably im- 
proved by the use of current income in place of expected income, the price and 
income elasticities are even farther from the values suggested by the analyses of 
ownership. One interpretation of these analyses is that a positive difference 
between current and expected income represents sort of a windfall gain and a 
negative difference represents a windfall loss. There is every reason to expect 
that such gains or losses would have a powerful effect on new-car purchases, but, 
because ownership is so large relative to new purchases, the corresponding effect 
on ownership might be expected to be slight. 

Analyses 3 and 4 are interesting in one important respect: In analysis 1 Chow 
included ownership of the previous year and restricted its coefficient in the 
analysis to be 1 minus the rate of depreciation; but in analyses 3 and 4 no such 
restriction is made. As a result the explanation of changes in new purchases is 
better but the price and income elasticities are lower. Chow shows that the 
effect of removing the restriction on the coefficient of ownership of the previous 
year is equivalent to introducing the possibility of delayed adjustment. Chow is 
thus led to conclude that the analyses of ownership presented in table A-1 are 
inadequate in this respect. Consequently he performed the further calculations 
which are summarized in table A-3. The analysis contained in table A-3 incor- 
porates the effect of windfall gains or losses on new purchases and allows for the 
possibility of delayed adjustment in the level of ownership. The period covered 
by the analysis is the same as that covered by the new purchase analyses, 1921-41 
and 1947-53. As shown in the table, both the price and income elasticities, 
referring to the adjustment which occurs in a l-year period, are markedly lower 
than those presented in table A-1. The method which Chow uses enables him to 
determine the fraction of total adjustment in ownership which occurs within 
1 year; it is 50 percent. However, both the method and the result rest on the 
assumption that the delays involved in both upward and downward adjustment 
are exactly the same. 


Tas_e A-3.—Summary of Chow's results from a supplementary statistical analysis 
explaining ownership per capita 


Elasticity * in 
1 year of owner- 


Page ship with 
refer- Variables included, other than ownership per capita respect to— Rie 
ence sseusalseenaliialesdabadissagate! 


Price | Current 
income 














65 | Price of all cars; current income; ownership from previous year........ —0. 29 +0. 86 0. 98 





«In Gregory C. Chow, Demand for Automobiles in the United States (Amsterdam: North-Holland 
Publishing Co., 1957). 

> This analysis was conducted using the actual values of the variables rather than the logarithms of the 
variables as was the case with the ownership analyses summarized in table 1. The subcommittee staff 
has therefore computed the values of the elasticities at the arithmetic means of price, current income, and 
ownership from the formula given by Chow. 
¢ The percent of variation in ownership explained by the analysis. 





¥ * If the prices of new and used cars are as intimately related as technical note 2 suggests, it follows that the 
ownership analyses presented in table 1 should have been turned around to start with, i. e., ownership 
should have been explained by price and expected income. Chow adopts this approach in his final analysis 
of ownership. 
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The analysis presented in table A-3 is” Chow’s final analysis and the one on 
which he based his testimony. For the reasons explained in the text of chapter 6, 
the fact that annual depreciation is roughly 25 percent implies that the effect of 
price or income on new purchases in a l-year period is 4 times the corresponding 
effects on ownership during the same period. Thus, the short-run, or l-year, 
price elasticity of new purchases implied by the analysis presented in table A-3 is 
—1.16, close to the —1.2 which Chow gave in his testimony, and the short-run 
income elasticity is +3.44, which is somewhat higher than the figure +3.0 given 
by Chow in his testimony.’ 

It should be noted that the elasticities presented in table A-3 correspond to the 
elasticities presented in table A—2 for analyses 9-12. Thus, separate statistical 
analyses of ownership and new purchases yield consistent results. 

What can be learned from tracing the path which Chow followed to his final 
result? It is clear: (1) The measurements of the elasticities are highly sensitive 
to the choice of variables. (2) The measurements of the elasticities are even 
more sensitive to whether or not delays in adjustment are allowed for. 

Turning back to table A—1, we see that the introduction of money stock, with or 
without current income, results in appreciable differences in the elasticities. 
Other variables might be expected to result in similar alterations. Thus, if it were 
possible, for example, to allow for changes in tastes or quality over the period, 
Chow’s results might be significantly altered. ‘The conclusion that this price 
elasticity would increase is, perhaps, unjustified, but it is appealing. 

The sensitivity of the measurements of elasticities is far greater to whether 
or not delays in adjustment are allowed for than to the omission or inclusion of 
other variables. Comparison of table A~3 with table A-—1 shows that the price 
elasticity of ownership obtained when delay is allowed for is only a third as great 
as the lowest price elasticity obtained when no account is taken of delayed adjust- 
ments; the income elasticity is only roughly half as great as when no account is 
taken of delayed adjustments. This observation leads to an important con- 
clusion concerning the degree of certainty that should be attached to Chow’s 
analysis. 

First, in the text of the chapter it is noted that a variety of evidence supports 
the conclusion that the rate of adjustment in the level of ownership depends on 
credit terms when the adjustment is in an upward direction. This implies that 
there may be a variable rate of adjustment in the upward direction, but that 
the rate may be fixed in a downward direction. Chow allows the rate of adjust- 
ment (50 percent per year) to be determined from his analysis, but he assumes that 
both upward and downward rates are fixed and, also, that they are the same. 
It seems safe to conclude that, had credit terms been allowed for in an appro- 
priate manner, the elasticities of ownership with respect to price and income 
could have been quite different. How much different, and in what direction, is 
difficult to say at this point. However, in technical note 6 some evidence is cited 
which supports the conclusion that the price elasticity of both ownership and new 
purchases would have been higher had Chow introduced credit terms. 

Second, if adjustments to price and income are, indeed, asymmetrical, then this 
fact should be allowed for in the estimation of the elasticities of ownership with 
respect to price and income. Chow has not done so. Careful examination of 
Chow’s published results thus leads to the conclusion that the elasticities of new 
purchases with respect to price and income which Chow presented in his oral 
testimony before the subcommittee are conservative. This is especially true 
when a downturn occurs. 


4, COMPARISON OF CROSS-SECTION AND TIME-SERIES INCOME ELASTICITIES 


As noted in the text of the chapter, the relation between price and ownership 
or new purchases cannot be obtained from cross-section data which refer to differ- 
ent consumer units at a point in time. However, income elasticities can be 
obtained from such data. It is often useful to compare the income elasticities 
obtained from a time-series analysis with those obtained from a cross section. 
If the two turn out to be the same, each analysis supports the other. Chow 
has done just this, and the income elasticity of ownership based on the cross 
section was +1.5, equal to that obtained in his final analysis. At the hearings 
of the subcommittee, he remarked: 

“If we look at two groups of families, one group 10 percent richer than the 
other, and we see how many more automobiles the first group owns as compared 


® Actually, in his oral testimony, Chow begins with the long-run price and income elasticities. These are 
double the elasticities presented in table A-3. Ata later point, Chow reduces these elasticities by 50 per- 
cent so as to arrive at short-run elasticities, or elasticities referring to a l-year period. 
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with the second, if the group which is 10 percent richer owns 15 percent more 
automobiles than the other group, then we find that for every 10 percent [increase] 
in income, there will be a 15 percent increase in automobile ownership that cor- 
responds with it [that is, an income elasticity of ownership equal to + 1.5]. 

“T have observed the changes in automobile ownership among people of differ- 
ent-income groups, and I have found that, for every 10 percent increase in income, 
there corresponds a 15 percent increase in automobile ownership.”’ !° 

Note that Chow refers to ownership in comparable units. Thus, a family own- 
ing a 5-year-old used car owns less automobile than a family that owns a new 
car." 


5. THE ADEQUACY OF SUITS’ DATA ON AVERAGE CONTRACT DURATION FOR 
AUTOMOBILE PAPER 


The use of both year-to-year changes and a shorter overall period gives the 
postwar period greater weight in Suits’ analysis than in Chow’s analysis. Because 
of the increase in the proportion of new-car buyers using credit in the postwar 
period as compared with the prewar, and because of the greater magnitude of 
changes in credit terms during the postwar period, Suits’ measure of average con- 
tract duration and the way in which he uses this measure in his analysis may 
significantly affect his results in comparison with those of Chow. 

Suits had average contract duration for automobile paper only for the years 
1929-40.12 It was, therefore, necessary for him to construct a series including 
estimates for 1941 and the postwar period; he did so on the basis of data on credit 
outstanding and repayments. His precise method is described in his more tech- 
nical paper, which he made available to the subcommittee staff.“ In order to 
test the adequacy of these estimates, we compared them with the independent 
information on contract durations of automobile paper supplied by the four largest 
automobile-finance companies. Table A-4 gives this comparison for the years 
1936—40 and 1949-56. 


TaBLeE A-4.—Comparison of Suits’ estimates of average contract duration with esti- 
mates obtained from the 4 largest automobile-finance companies, 1936-40 and 
1949-56 } 


Suits’ | Associates | Commercial | Universal- | Arithmetic 
Year estimate GMAO Investment Credit CIT Credit average, 
Co. Corp. Corp. cols. (3)-(6) 
(1) (2) (3) (4) (5) (6) (7) 

16. 2 13. 5 15.1 (2) 18. 5 15.7 
17.4 14,2 15.1 (?) 17.9 15,7 
16.8 13.9 13. 1 (2) 15.4 14.1 
15.5 14.6 15.3 (2) 16.7 15. 5 
16. 1 15.5 16.7 (2) 18.2 16.8 
15.5 16.1 18.2 (?) 20. 4 18.2 
18.6 16.9 19. 1 (2) 20.3 18.8 
14.4 13.7 10.8 (?) 14.8 13.1 
16. 4 17.6 19,1 (?) 20. 1 18.9 
18.8 19. 5 23.7 23.0 22.9 22,3 
18. 6 21.7 26. 1 24. 5 24.6 24, 2 
21.6 24.7 28. 2 27.4 27.7 27.0 
23.2 26.3 28. 7 29. 2 28.8 28.3 





1 Sources: (2) Suits, op. cit., appendix, table A-1. (3)-(6), dollar value weighted averages supplied 
by the companies named, 
2 Not available, 


10 Hearings, p. 3173. 

11 Chow based his testimony concerning the cross-section income elasticity of ownership on BLS survey 
data for 1945 (U. 8. Burean of Labor Statistics, Family Spending in Wartime, Bull. 822, 1945); see Chow, 
op. cit., pp. 91-93. One of the interesting aspects of his study is that it does predict ownership of auto- 
mobiles during the war, during which time no new cars were, of course, being produced. 

12 Figures on average contract duration, 1928-40, can be gleaned from 2 publications of the National 
Bureau of Economic Research: D. M. Holthausen et al., The Volume of Consumer Credit, 1929-38, Na- 
tional Bureau of Economic Research, Studies in Consumer Installment Financing No. 7, p. 45; and Gott- 
fried Haberler, Consumer Installment Financing, ibid., Study No. 9, p. 98. These figures have been ex- 
tended by Suits to the postwar period. 

18 Daniel B. Suits, “The Demand for New Automobiles in the United States, 1929-56,”” appendix, un- 
published paper to be published in the Review of Economics and Statistics. 
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In comparing Suits’ figures with those made available to the subcommittee, 
we should bear in mind that the four largest automobile finance companies 
accounted for only 32 to 35 percent of the total credit extended for new-car 
purchases in 1954-55. Banks accounted for some 41 to 43 percent of the total 
in 1954-55.4% The contract durations characteristic of banks are lower, in gen- 
eral, than for finance companies; hence, we might expect that the figures supplied 
by the finance companies tend to overstate the true average contract duration, 
and that, if Suits’ figures are correct, they should fall short of the figures made 
available by the companies. Table 4 shows that in the postwar period, except- 
ing 1951, Suits’ figures do lie below the figures submitted to the subcommittee 
by the four largest automobile finance companies, but in every prewar year 
Suits’ series lies above the figures submitted by the finance companies except 
for those submitted by the Universal-CIT Credit Corp. It is puzzling that this 
should be so, and one may reasonably doubt the adequacy of the figures which 
Suits used, at least in the prewar period. However, Suits cannot be criticized 
for failing to take account of a which was not available to him. 


6. STATISTICAL ANALYSES RELATED TO THAT PRESENTED BY SUITS 


Because of the difficulties with the price series which Suits used in his analysis 
and because of the objection to his division of price by average contract duration, 
we ran several statistical analyses to supplement the analysis which Suits pre- 
sented to the subcommittee. These are presented in table A—5. 


TaBLE A-5.—Summary of statistical results obtained by Suits and based on Suits’ 
analysis * 


Elasticity in 1 year of 
new purchases with 
respect to— 


Anal- 
7 Variables included in addition to new-car purchases 
0. 


Retail | Real | Average 
price | income | contract 
duration 


Ratio of retail price (Suits’ series) to average contract dura- 
tion; real disposable income; stock of cars on road Jan, 1; 
+4.2| 40.6 
Ratio of retail price (BLS series) to average contract dura- 
tion; real disposable income; stock of cars on road Jan, 1; 
shift variable. ¢- . +4.1 b+.7 
Retail price (BLS series); average contract duration; real dis- 
posable income; stock of cars on road Jan. 1; shift variable. ¢.| : +3.9 +.7 
Retail price (BLS series); real disposable income; stock of 
cars on road Jan. 1; shift variable.¢.............-...-....... 


* All analyses related year-to-year changes in new-car purchases to the variables indicated in col. (2) for 
the period 1929-41 and 1941-56. 

a vat we of variation in the year-to-year changes in new-car purchases explained by the analysis. 

> Derived. 

«1 in 1941 and 1952, 0 at all other times. Used by Suits to take account of what he believes to be abnormal 
conditions in 1941 and 1952. 


Analysis 1 is Suits’ original analysis. Analysis 2 is our analysis in which the 
BLS price series was substituted for Suits’ price series, but price and average 
contract duration enter the analysis only as a ratio. In analysis 3, price and 
average contract duration are treated as separate variables but both are included. 
In analysis 4, average contract duration is omitted. Except for the use of the BLS 
series on retail prices of new automobiles and the different treatment of average 
contract duration, as noted, the analyses presented in the table used exactly the 
same data as did Suits and have identical form. 

Comparison of analysis 2 with analysis 1 shows that the price series used by 
Suits does not account for the marked difference between his and Chow’s price 
elasticity of demand for new purchases. When the BLS series is substituted 
for Suits’ series the price elasticity rises slightly from —0.6 to —0.7, i.e., very 
little. It should be noted, however, that the percent of variation in the year-to- 
year changes in new-car purchases is substantially greater for analysis 2, 95 percent, 


14 See table 28, p. 48, in Board of Governors of the Federal Reserve System, Consumer Installment Credit 
Pt. IV, Financing New Car Purchases, A National Survey for 1954-55 (Washington: U. 8. Government 
Printing Office, 1957). 
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than for analysis 1, 85 percent. The use of the BLS series thus results in a signifi- 
cant improvement of Suits’ analysis. 

Analysis 3 includes Suits’ series on average contract duration, but we did not, 
as Suits did, divide price by average contract duration and use the resulting ratio 
as a single variable in our analysis. In statistical terms, the result of such division 
is to restrict the elasticities of new purchases with respect to price and average 
contract duration to be the same in magnitude but opposite in sign. Comparison 
of analysis 3 with analysis 2 shows that the division of price by average contract 
duration had the effect of reducing Suits’ price elasticity to a low —0.6 or —0.7, 
When average contract duration is included as a separate variable, a price elas- 
ticity of —1.2, identical with Chow’s final result is obtained.'5 

Chow’s final price elasticity of —1.2 is identical with the one obtained from 
analysis 3 despite the fact that: (a) the two analyses cover different periods, 
(b) analysis 3 excludes population, (c) Chow’s analysis excludes any measure of 
credit terms, (d) analysis 3 is in terms of year-to-year changes rather than actual 
levels as is Chow’s analysis, and (e) analysis 3 treats last year’s ownership in 
terms of total numbers of automobiles ratherthan the more appropriate age- 
comparable units used by Chow. In view of these substantial differences it is 
probably coincidence that Chow’s final results for the price elasticity of new pur- 
chases turns out to be the same as that obtained from analysis 3. 

Comparison of analyses 3 and 4 suggests the direction in Chow’s result for the 
price elasticity would have changed had he introduced some measure of credit 
terms. Analysis 4 shows the result of leaving out average contract duration 
entirely. In this case a price elasticity of —0.6 was obtained and an income 
elasticity of +4.4. Thus the effect of introducing average contract duration as a 
separate variable was to double the price elasticity and stightly reduce the income 
elasticity. There is, therefore, a strong presumption that if Chow had intro- 
duced credit terms in his analysis he would have obtained a price elasticity of 
new car purchases in excess of —1.2. This is an additional reason for regarding 
Chow’s estimates as conservative. 


16 [t is interesting to note that the elasticity of new-car purchases with respect to monthly payment (i. e. 
the ratio of retail price to average contract duration) can be derived from the analysis which treats price 
and average contract duration as separate variables. Let ep equal the elasticity with respect to retail price; 
@, equal the elasticity with respect to average contract duration; and em equal the elasticity with respect to 
monthly payment. Then it can be shown that ; 

ea= 
1-1 


ep Co 
Hence, if ep7-=—1.2 and e-=+.7, as in the above modification of Suits’ analysis, 
en= 1 








which is very nearly the same as the elasticity obtained with respect to the ratio of price to contract duration 
when this ratio is used as a single variable. We cannot, of course, expect complete agreement for statistical 
reasons. 


Oe 
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ApPpENDIx B 
Rates oF Return, GENERAL Motors AND Forp 


General Motors Corp., stockholders’ investments, profits, and rates of return (after 
income taxes) for the years 1929-40, 1947-57 } 


| stockholders’ Net profit Rate of Stockholders’| Net profit Rate of 
average after income return average | after income} return 
investment taxes investment taxes 


Thousands Thousands Percent Thousands Thousands Percent 
733, 313 $265, 825 | 36. 2 $1, 548, 910 $312, 907 
786, 623 157, 596 : 1, 762, 441 478, 280 
795, 926 116, 740 2, 041, 430 682, 416 
747, 451 8, 360 2, 342, 113 879, 073 
717, 173 80, 509 2, 581, 940 560, 409 
727, 707 99, 124 2, 746, 360 548, 942 
766, 647 176, 697 2, 978, 672 586, 122 
811, 501 239, 550 3, 292. 546 807, 901 
837,012 202, 672 3, 898, 323 1, 189, 477 

1, 041, 397 109, 343 4, 492, 887 847, 396 
1, 074, 484 201, 062 4, 806, 650 823, 791 
214, 702 


WI AWAOaweA 
TESRSsSRIBys 
KOaaNnonarrp 








1 It should be noted that General Motors takes exception to these data (supplied by the Federa!] Trade 
Commission) on the grounds that they reflect adjustments to the company’s published reports; see hearings, 
p. 3861. The figures for 1929-37, originally compiled for the Commission’s Report on Motor Vehicle In- 
dustry, 1939, contained substantial revisions of the corporation’s published figures; the reasons for the 
adjustments are fully explained in pp. 485-525 of that report. The data from 1938 on provided by the Com- 
mission are in reasonably close agreement with those published by General Motors. Some revisions were 
made; e. g.. in 1957 the company included as income $19.8 million which had been carried for several years 
in an unawarded-bonus reserve, while the FTC accountants took the position that this was properly a sur- 
plus adjustment rather than current year’s income. The principal reason for the difference between the 
rates of return compiled by the Commission and those claimed by General Motors since 1938 is that the 
Commission has based the rate on average stockholders’ investment throughout each year, while General 
Motors has used net worth at the end of each year. It is obvious that the Commission’s method gives the 
more meaningful picture of the level of investment during the year in which the income was earned. 


Source: Federal Trade Commission. 


Ford Motor Co., stockholders’ investments, profits, and rates of return (after income 
taxes) for the years 1929-37, 1947-57 


Stockholders’| Net profit Rate of Stockholders’| Net profit 
average after income return average after income 
investment taxes investment taxes 


Thousands Thousands Percent Thousands Thousands 
$654, 479 $91, 532 ¢ $796, 650 $96, 000 
717, 074 39, 996 949... 910. 000 77, 100 
710, 438 1 37, 181 9: , 070, 050 260, 300 
651, 157 170, 851 ¢ 9 , 201, 050 126, 100 
612, 822 17, 889 , 289, 500 116, 900 
611, 314 21, 362 3. ! 952 , 389, 200 165, 800 
616, 146 18, 57 3. { , 519, 750 227, 800 
617, 838 21, 464 é | 198 , 730, 766 420, 228 
618, 915 8, 219 ¢ 5 , 927, 863 236, 596 
736, 250 62, 700 . 2, 068, 477 282, 755 








1 Denotes loss, 
Source: Federal Trade Commission. 








INDIVIDUAL VIEWS OF SENATOR WILLIAM 
LANGER 


ADMINISTERED Prices AND INFLATION—ItTs Impact ON THE FARMER 
I. INTRODUCTION 


One of my chief concerns during the course of the administered- 
price hearings has been the impact on the farmer due to inflation and 
to price increases in the scaled administered-price industries, such 
as steel, automobiles, petroleum, farm machinery, and the like. I 
raised this issue in both the steel hearings and automobile hearings. 

On July 9, 1957, the opening date of the administered-price hearings, 
Chairman Estes Kefauver stated : 

It is our intention, first, with these outstanding economists, to try to get a 
general understanding of the problem (inflation and administered prices). Then 
it will be the intent to take up some of the administered-price industries which 
most directly affect consumer prices and the cost of living. It will be our inten- 
tion to call the steel industry to discuss its problems, probably the farm-machinery 
industry and the baking industry. We also want to go into the problem of what 
part labor increases or labor costs contribute to this general problem.* (Empha- 
sis added.) 

It is a well-known fact that three major segments of our national 
economy are business, labor, and agriculture. The steel industry, the 
automobile industry, and the labor leaders representing the unions who 
have contracts with these two industries, appeared at the hearings on 
administered prices, but the farm organizations, such as Farmers Un- 
ion, the Grange, and the American Farm Bureau, were not invited to 
give their views on the impact of administered prices on the farmers. 
Nor were the representatives of the farm-machinery industries called 
to testify. Brief references to the increased costs of farm machinery 
and trucks were brought into the hearings. However, with the record 
of testimony from experts in administered prices available from said 
hearings, I wish to express my views herein only to the plight of the 
farmer due to administered prices and inflation. It is my hope that 
the congressional hearings can find a solution. 

At this point, I can confidently make this uncontroverted statement 
that the American farmers are getting less for everything they pro- 
duce, but they must pay much more for farm machinery, trucks, and 
the necessary replacement parts. As Walter Reuther, vice president 
of AFL-CIO and president of the UAW, said : 


The farmers are in a two-way squeeze.” 


I may add that the farmers cannot bear under the pressure of the 
two-way squeeze much longer. 


1U. 8. Senate hearings on administered prices, July 1957, pt. 1, pp. 5, 6. 
2U. S. Senate hearings on administered prices—Automobiles, January 1958, pt. 6, p. 2216. 
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II. Wuat Are ADMINISTERED Prices ? 


Chairman Estes Kefauver, in his opening statement on page 2 of the 
hearings on administered prices, stated : 


With the passage of time, administered prices have become more and more 
important in our economy. This has been partly due to the changing composi- 
tion of the country from a predominantly agricultural to a predominantly indus- 
trial economy.’ 


Briefly, administered prices means different things to different 
experts. Dr. Gardner C. Means, the originator of the term “adminis- 
tered prices” and an economist for the Committee for Economic De- 
velopment, defines the term in the following manner: 


On my definition, an “administered price” is a price set by someone, usually 
a producer or seller, and kept constant for a period of time and for a series of 
transactions. The opposite of an administered price is a market price, a price that 
fluctuates on the basis of supply and demand as these forces are felt ‘n the 
market. 

The prices of wheat or cotton in the central markets are market and not 
administered prices. They constantly adjust to equate supply and demand. It 
is a coincidence if a series of transactions take place at identical prices. 

In contrast, an administered price is set, and may be kept constant for weeks 
or months at a time. Most of the prices you come in contact with every day are 
administered prices—the prices in the Senate restaurant, at your barbershop, 
and in your local stores. The prices of steel and automobiles at wholesale. In 
fact, most industrial prices are administered prices and so are a large portion of 
retail prices. Most wage rates would also be classed as a type of administered 
price. It is only in agriculture and some raw materials that the flexible market 
price is the usual type. 

I do want to say that the difference between market prices and administered 
prices which has already been established here is something that applies to a very 
large proportion of the prices in our economy, but that when you have small 
enterprise, the importance of price administration for the economy as a whole may 
be very much less than when you have a big enterprise. 

Also I want to say that administered prices are here and I do not regard 
administered prices as something that can or should be done away with. I regard 
them as an inevitable and indispensable part of our modern economy. As such, 
however, they are obviously something we should understand so that we may 
be able to take their effect into account in developing public policy. 

Administered prices represent a way of doing business that leads to greater 
efficiency and higher standards of living. We could not have our big efficient 
department stores and mail-order houses if prices were not administered. With- 
out this method of pricing, big efficient industry would find it almost impossible 
to operate. Administered prices are an essential part of our modern economy. 
The point of my testimony is rather that we do not now know enough about how 
administered prices actually operate to be able to make good national policy in 
such economic fields as inflation, full employment, and enforcement of 
competition.‘ 


Dr. Edwin G. Nourse, former Chairman of the Council of Eco- 
nomic Advisers, in answer to a question if he accepted Dr. Means’ 
definition of administered prices, states as follows: 


I think that, in my own definition, the point that I made, while in agreement 
with Dr. Means on this, I think that I was a little bothered by the expression 
“price set and maintained” which you use and quoted from him. 

It was for that reason that I elaborated the amount of “give,” the amount 
of “play” that there is in our own system. But it does give a considerable 
power to formulate a price and implement it, although with play, and I think 
that, probably, when you question Dr. Means, you find that he recognizes that, 
and that to talk of it as a set price is a stronger interpretation than he intended 


$U. S. Senate hearings on administered prices, pt. 1, p. 2. 
#U. S. Senate hearings, Administered Prices, July 1957, pt. 1, p. 75. 
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to place on it, but I don’t want to speak for him. * * *The essential point there 
is that they can maintain a predetermined price by restricting prices in both 
cases. That is the essential point.* 


Dr. Nourse joined Dr. Means and Dr. Galbraith in admitting, under 
questioning, that administered prices are inevitable and indispensable 
in our sndiuetyial today, such as automobiles, steel, petroleum, har- 
vesting machinery, and heavy-duty machinery. Dr. Nourse further 
commented on the issue of administered prices as follows: 


It is my considered opinion that the economic institutions and business prac- 
tices described as administered prices grow, naturally and probably, out of the 
conditions of modern industrialism, and that they may be so used as to promoté 
both economic growth and business stability vigorously and consistently. * * * 

You will note that in this statement of the administered prices issue I have 
included wages—that is, the price of labor. I am not unmindful of the fact 
that the subcommittee formulation of the matter to which its inquiry was to 
be directed referred only to prices. I see that that has been amended in the 
statement of the chairman (Senator Hstes Kefauver) this morning. It is my 
belief that the process of pricemaking and of wagemaking are so intertwined 
in the modern industrial world that neither can be fully analyzed in isolation 
from the other. I believe, also, that the phenomenon known as monopolistic 
competition or as administered prices manifests itself in essentially similar 
ways and with essentially similar consequences in the two cases.° 


III. Marker Prices 


Every expert placed the farm products in the category of market 
prices, rather than administered prices. 

Dr. John Kenneth Galbraith, professor of economics, Harvard 

Jniversity, had this to say about the predicament of the farmer in the 
battle of administered prices versus market prices: 


Closer examination shows, however, that discrimination in the effect of 
monetary policy is not only likely but, almost certainly, inevitable. The differ- 
ence is between those industries in which individual firms have a greater or less 
degree of control over the prices that they charge and those industries in which 
there is no control. Here we come essentially to the purposes of this subcom- 
mittee. Let me speak for a moment about this difference. The Kansas (or 
North Dakota) wheat farmer or the Wisconsin dairyman * * * has no control 
over the price of the product which he sells. His price is given to him by the 
market. If the wheat farmer or the dairyman prices his product above the 
market, he simply does not sell it. If he prices at less than the market, he 
forgoes a return he might have had. So, he must take that market price. All 
of these operations are subordinate and subject to that market price. * * * It is 
true that about half of the agricultural production is subject to a measure of 
support, but this support is still beyond the range of control of the individual 
farmer. He does not, himself, influence those (farm) prices. 

Senator WILEY. Where do you classify the (stock) beef raisers and cattle 
men? 

Mr. GALBRAITH. I should suppose that this comes close, Senator Wiley, to 
being the classic case, because here there are not even price supports. The 
individual cattleman has no control whatever of the price at which he sells his 
product. 


Dr. Galbraith further testified that United States Steel Corp., justi- 
fied its July 1957 price increase by the contention that its cost had 
risen. In doing so, it not only conceded its ability to pass higher 
costs, including higher interest charges, to the consumer, but based its 
policy on the need to do so. Dr. Galbraith fortifies my ’ earlier state- 
ment of the two-way squeeze on the farmer by testifying that no such 
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opportunity of passing higher costs to the consumer is open to the 


farmer. 


He cannot raise his prices, for these farm prices are market 


determined. The farmer must shoulder the increased costs, and I may 
add, it isa heavy burden on the farmers’ shoulders. 


IV. Tue FarMeER AND INFLATION 


Dr. Galbraith also testified as to how the inflation affected the farmer 
who could not raise his market prices, as administered-price industries 
do, in order to use the money for investment purposes when the farmer 


-is unable to borrow. Beginning 


at page 41, he stated as follows: 


The second impact of monetary policy is through the rationing of credit. 
By com- 


This involves denying loans, in whole or in part, to some borrowers. 
mon agreement, these are the least creditworthy of the clients of the bank. 


As I have earlier suggested, it is commonly assumed that these uncreditworthy 
borrowers are more or less randomly distributed about the economy and between 


industries. 


But it will now be evident that this view is too bland. 
tries that are able, by the nature of the market, to pass interest costs along will, 
in the nature of things, be a better credit risk than firms in those industries 


which bear the pinch of monetary policy. 


We may feel sorry for them, but they have selected themselves for 
trouble by their weakness, and that is the law of life. 
Firms in those indus- 


Monetary policy makes certain industries uncreditworthy while not similarly 


touching others. 


ous in a market, they are likely to be small. 
The large firm with large and predictable credit needs and with multiple-bank 
connections will usually have a better position in the queue, when credit is being 


rationed, than the small borrower. 


Moreover, in the administered-price markets firms are likely 
to be larger than those in the market-controlled industries. 


If firms are numer- 


Finally, the large firm in the administered-price industry has an alternative 


to bank credit. 
resort to the money market. 


Should the banks have difficulty supplying its needs, it can have 
If its price position is really strong, it can increase 
its current revenues and finance operations and expansion out of these. 


Steel firms have repeatedly used the need for investment funds as the defense 
of their price policy. No such course is open to the firm whose prices are con- 


trolled by the market. 
get funds it is unable to borrow. 


If it cannot control its prices, it cannot raise them to 


An excellent example of the inability to control the market price 
and raise the price of farmers’ products is revealed in the following 
chart, which reflects the price fluctuation of grains in the Minneapolis 
grain market from July 21 to August 20, 1958: 
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Dr. Galbraith’s testimony continues: 


The conclusion from the foregoing follows: 

Monetary policy—the effort to control inflation through restriction of credit— 
operates with particular impact on the market-controlled or most purely com- 
petitive sector of the economy. This means agriculture, small business, resi- 
dential building, and so forth. It touches far more lightly, or may even exempt, 
firms, usually the larger ones, in markets where numbers are small and prices 
are administered. 

The evidence accords with these conclusions. The most important figures to 
consider are those for total new investment since these reflect ability in the 
administered price area to resort to nonbank or internal fianancing. These as 
I have just noted, are opportunities enjoyed only by large firms in the adminis- 
tered price industries. 

New investment by agriculture has, of course, declined sharply in these years 
of tight credit. In 1948 total net investment in farm dwellings, other farm 
building, trucks and other machinery less depreciation and damage—the most 
satisfactory figure though not strictly comparable with gross figures to follow— 
amounted to $2,199 million. 

This was very high, and by 1952 it was down to $1,255 million. But by 1955 
it was down (by preliminary estimate) to $607 million. I understand inci- 
dentally that this figure may be revised downward. 

And there are indications that last year’s (the 1956) figure for net investment 
in our agricultural plant will be only about half the 1955 figure. 

I think those figures are worth reflecting on. It will be seen that at the 
present time we are only investing in our agricultural plant very little more than 
depreciation. 

At the time that I put those figures together I did not have the gross figures 
that I will now give. * * * 

In 1948 the gross figure for investment in these items, trucks, tractors, auto- 
mobiles, farm buildings, machinery and so forth was $4,259 million. 

In 1951 it was $5 billion—$5,380 million—$4,259 million in 1958, $5,038 million 
in 1952. 

In 1955 it was down to $4,341 million, and the indications are that last year, 
1956, it was a little in excess of $4 billion. 

One reason for the difference is in the rate of depreciation. We had a largely 
depreciated farm plant in 1948 and therefore a smaller gross figure gives a 
larger net figure. 

But we had a drop in gross investment since 1951 of in the neighborhood of 
$1 billion, or about 20 percent, and as Senator Kefauver has said, this is in the 
face of increasing population and of course a very rapid growth in the economic 
system. 


V. Farm Prices Versus ADMINISTERED PrIcEs 


The examination of Consumer Price Index at the time of the hear- 
ings on administered prices revealed a 20 percent increase over the 
1947-49 average and it has continuously increased each month to the 

resent time. Of concern to the farmer is the fact that the greatest 
increases in prices are reflected in services, fuels, machinery, and auto- 
motive products which increases the costs of farm operations in the 
face of falling prices of farm products of 117.6 in 1951 to a low of 
82.9 in December of 1955. Although there has been a gain in the 
past year up to recently in the price of farm products, a recent an- 
nouncement by the United States Department of Agriculture revealed 
a price drop for 3 successive months. The so-called two-way (that 
is cost-price ) squeeze on the farmer is self evident. 

Dr. Galbraith, in his paper, Market Structure and Stabilization 
Policy, inserted as an exhibit on page 61, hearings, Administered 


®U. S. Senate hearings, Administered Prices, July 1957, pt. 1, pp. 41-43. 
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Prices, supra, discussed market prices and administered prices which 
bear emphasis on the dilemma of the farmer. He stated as follows: 


The bearing of market structure on the efficacy of monetary and fiscal policy 
is, if anything, even less explored territory. In 1955 and 1956 there were wide- 
spread complaints from farmers and small-business men that monetary policy 
Was adversely affecting their development. No similar protest was evident in 
the case of large firms. Again, however, there has been little substantial analy- 
sis. Most of the outcry was dismissed as the inevitable reaction to a necessarily 
painful policy. : 


I should like to begin by sketching briefly the empirical setting of the problem. 
Neither this nor the later discussion implies any forecast as to the persistence 
of the price movements under discussion. This analysis leads to doubts as to 
the efficacy of present weapons of economic control. It is not a corollary that 
the investment boom, which is at a high pitch as this is written, will last forever. 

Between 1951 and 1956 there was a marked divergence in the movements of 
different price series for domestically produced products. At least on super- 
ficial view, these coincided with broad differences in market structure in the 
economy. Following the upsurge of prices in late 1950 and early 1951, the prices 
of durable manufactures remained strong. In a number of individual series 
there was a moderate reduction in 1952, following which there was a further 
increase. For a number of important products, most notably steel and steel 
mill products, a large number of metal products, and most machinery, there 
was no reduction at all. Prices continued to gain steadily after 1951. In 
September 1956, prices of semifinished steel products were 183.1 percent of their 
1947-49 average; finished steel products prices were 168.7. Metalworking 
machinery was 159.6 percent, electrical machinery 140.8 percent. For con- 
sumer’s goods—a point of some importance—the increase, though substantial, 
was Somewhat less. For example, passenger cars in September were 131.1 per- 
cent of the 1947-49 average. Furniture and other durables were 119.7 percent. 

In sharp contrast, several important series fell steadily after 1951, at least 
until 1956. The leading case, of course, was farm products which averaged 113.4 
in 1951 (and reached a monthly peak of 117.6 in March of that year) and by 
December 1955 had fallen to 82.9, and which stood at 90.1 in September 1956. 
Cotton products by the latter date had fallen to 91.5, synthetic textile products to 
80.4, and apparel of all kinds to 99.7. Despite the fall in farm products, processed 
foods as a group declined only moderately from an average of 111.4 in 1951 to 
101.7 in 1955, with a gain to 104 by September 1956. However, this average 
covers some highly divergent movements. Tbus bread in September 1956 (New 
York) was 144.6; flour (Minneapolis) was 97.5; butter was 87.8; condensed milk 
was 120.7. 

The contrast between this inflationary movement and those of World War II 
and the Korean war will be evident. In both of the earlier periods farm, food, 
and textile prices rose rapidly; the increase in the prices of durable manufac- 
tured products was much more gradual. In recent years it is the prices of manu- 
factured durable products that have increased, although the pace, as before, has 
continued to be deliberate. Farm, textile, and apparel prices remained relatively 
stable or they declined. 

Something accounts for these divergent movements. In a broad empirical 
view, the dividing line seems to be between a part of the economy where firms are 
usually numerous and market control is slight and the part where concentration 
is greater and the incidence of market control greater. The distinction seems 
even to carry into individual markets. While farm prices, where market control 
is slight, went down, manufactured food prices, where concentration is much 
greater, remained nearly stable and the processing margin increased sharply. 

Writing in 1947, and contrasting the rapid increase in preceding months in 
grains, poultry and dairy products, textile fabrics, lumber, and other items 
produced in what we are accustomed to call competitive markets with the much 
smaller rate of increase in prices of “iron and steel, petroleum products, heavy 
chemical, aluminum, glass, or other items produced in the highly concentrated 
industrial sectors of the economy” Professor Mason concluded that the “explana- 
tion of differences in price behavior and in price policies is to be found mainly in 
the differences of structure of different product and service markets.” On 
general view, the differences in structure would still seem to explain the differ- 
ences in price behavior with the difference that in the later period it is the 
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products of the concentrated sector that have been rising while those of the 
competitive sector have been relatively stable. 

If market structure has a bearing on inflationary price behavior, then the fur- 
ther question arises whether it bears also on the effectiveness of controls. This 
question gains point because in 1955 and 1956 monetary policy was applied with 
indifferent success, measured by the usual test of results. And increasingly it 
was suggested that the failure, or at least the lack of success, lay in the area of 
wage-price relationships. “The monetary authorities cannot be expected to do 
their job without the cooperation of management and labor.” Such observa- 
tions imply a specific type of market structure, one in which the labor market is 
organized and in which management has a measurable control over prices. 
Were it not so—were there no unions and were individual producers powerless 
in relation to prices as in the case of agriculture—then it would be meaningless 
to talk about such cooperation. 

Finally, especially during 1956, there were the numerous complaints by 
farmers and small-business men about the effect of monetary policy on their 
operations. There was evidence to support their complaints. The number of 
business failures—effectively those of smaller concerns—rose somewhat in a 
period of general prosperity. Earnings of smaller manufacturing corporations 
were low and showed no perceptible trend at a time when earnings of larger 
firms were highly favorable. Between the final quarter of 1954 and the second 
quarter of 1956, the gross investment in property, plant, and equipment of firms 
with assets of less than $1 million increased by 0.7 percent. Gross investment 
of firms with assets in excess of $100 million increased 16.6 percent. There is 
at least a chance that monetary policy, as it is now being administered, is having 
a marked effect on the structure of the economy, an effect which should invite 
the ritualistic protests of the friends of small enterprise.’ 


VI. Farm Price DisapvANTAGES 


Dr. Means, in his letter to Senator Wiley, inserted as an exhibit at 
page 95 of the hearings on administered prices, supra, stated the 
farmers’ price disadvantage in the following language: 


ADMINISTRATIVE PRICES 


In an economy in which a large body of prices are administered, any group 
of producers whose prices are wholly determined by market forces is almost cer- 
tain to be placed at a serious price disadvantage when a depression or an ad- 
ministrative inflation occurs. * * * In the great depression from 1929 to 1932, 
the index of agricultural prices dropped 54 percent while the highly admin- 
istered prices of agricultural implements dropped only 14 percent. * * * 

The farm price disadvantage in a depression is thus a more important exam- 
ple of the depression disadvantage of all producers whose prices are made on 
the market. * * * 

Farmers, like other producers selling at market prices, are also at a dis- 
advantage in an administrative inflation. Since farm prices are made in the 
market, they will not rise if there is no increase in demand. Therefore, an up- 
ward revision of administered prices, either because profit margins are widened 
or wage rates are pushed up faster than productivity, will put farmers at a dis- 
advantage. His prices will be stable (or drop as hereinbefore shown) while 
the prices he pays go up. Here again, the most satisfactory policy is to pre- 
vent administrative inflation, the problem I am going to take up in my third 
section. 


For the information for the readers and students of this study, I 
shall quote extensively from Dr, Means’ discussion of preventing ad- 
ministrative inflation ; beginning at page 98. 


Ill. THE PROBLEM OF CONTROLLING ADMINISTRATIVE INFLATION 


In the hearing you asked me whether I thought a public-utility type of 
regulation might be the answer to administrative inflation and I said that I 
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thought there should be a better way of doing it. Obviously this is not a satis. 
factory answer. In what follows I will try to give an answer as far as I can 
now see it. 

First, I want to make clear why I think administrative inflation can be con- 
trolled. Just as every major interest in our economy—farmers, labor, business, 
and consumer—gains from the maintenance of full employment, so every major 
interest gains from avoiding administrative inflation. Inflation not only reduces 
the value of the savings of older people but the savings of all people who hold a 
part of their savings in the form of money or obligations stated in terms of 
money such as bonds, saving accounts, and the like. Business enterprises, par- 
ticularly corporate enterprises, suffer when depreciation accounts are reduced 
in value and they have to pay out a larger proportion of their earnings in taxes 
than would be the case with no inflation. Labor suffers as the real gains from 
higher wage rates disappear with higher prices. The farmers may gain tempo- 
rarily from monetary inflation but will lose with administrative inflation. Only 
government is a major gainer from inflation since it reduces the real burden of 
the public debt at the expense of the holders of debt. Because every major 
group has an interest in preventing administrative inflation, I believe a set of 
policies to this end which was not seriously restrictive would find general 
acceptance. The problem is to develop such a set of policies. 

I propose two distinct programs for action: (1) A program to hold the price- 
wage line in the immediate future—say the next 2 years—during which time 
investigation, education, and agreement could be achieved on a satisfactory 
permanent program; (2) a program of investigation to establish the character of 
administrative inflation, explore the possibilities of control, including the public- 
utility type of regulation of prices and/or wage rates, and the formulation of a 
permanent program. 


Is the current inflation administrative? 


The first step is to establish the correctness of the diagnosis that the current 
rise in prices comes from administrative, not monetary sources. This can be 
determined by an analysis of the behavior of wholesale prices in recent months. 

In the present situation there are three significant possibilities : 

1. The current inflation may be monetary—that is, it may come from an in- 
crease in demand greater than normal growth. In that case, it should be 
reflected in a rise of market prices while administered prices lagged behind. 

2. The current inflation may be administrative—that is, it may come from the 
increase in administered prices and wage rates without an increase in demand 
greater than normal growth. In that case, it should be reflected in a rise of ad- 
ministered prices while market prices failed to rise. 

8. The current inflation may be a combination of both monetary and adminis- 
trative inflation. In that case, it should be reflected in a rise of both market 
and administered prices. 

The crude figures I have suggested that after almost 3 years of relative price 
stability the price rise from the summer of 1955 to the summer or fall of 1956 
was a combination of market and administrative inflation while the rise since 
last fall has been primarily administrative. I suggested in my testimony that 
the committee needed more precise and reliable information on this matter. 

At present, the Bureau of Labor Statistics is undertaking, at the request of 
Senator Douglas, an analysis of the relative behavior of market and adminis- 
tered prices. The results of this should be available by early fall. A rush job 
(though much less satisfactory) could probably be completed in a matter of 2 
or 8 weeks. 


A hold-the-line program . 

Once it is clearly established that the present inflation is in part or in 
whole administrative, and that it is continuing, I believe that a hold-the-line 
program should be instituted. Such a program should be executive, not legis- 
lative. I would urge the President to call a conference of business and labor 
leaders (separately or together) and get agreement from them to hold the line 
much as President Hoover obtained agreement from business leaders not to 
eut wage rates in the great depression. In this case, the agreements should 
allow small increases in wage rates to take account of increases in productivity 
(the General Motors wage contracts might be a model in this respect). Apart 
from such small increases in wi.ge rates, the agreements would be to avoid all 
price increases except under extreme pressure and to avoid all wage increases 
(other than the small productivity increases) except where a major disparity in 
particular wage rates required correction. 
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I believe that such a program, combined with a strong public statement to 
other business and labor groups and your committee’s investigations aimed at 
developing a permanent program, would take most of the heat out of the 
administrative inflation for perhaps a year and would serve to limit it in a second 
year, though perhaps not so effectively. Certainly the agreement with Hoover 
to hold up wage rates in the big depression was adhered to by business well 
into 1931, a period of more than a year and under provocation to cut costs 
by reducing wage rates. Also in the recent war, the orderly rise of prices 
up to the time of the price freeze suggests the effectiveness of this type of tactic. 
Then market prices which were low because of depression rose most, moderately 
administered prices rose to an intermediate degree, and the most administered 
prices rose only a little so that prices were in good balance when the price 
freeze was made. In both cases of voluntary control it looks as if the control 
is more effective for the more concentrated industries. Since these are the indus- 
tries most likely to be a serious source of administrative inflation, this promises 
for a temporary program of voluntary control. 

The success of such a temporary program would depend to an important 
extent on adequate preparation. I suggest that those responsible for organizing 
President Hoover’s conference and those responsible for wartime voluntary 
controls (controls prior to the price freeze) be consulted in preparing for the 
conference. 

It should be made clear that the proposed agreement is for a temporary 
period while a permanent program is being worked out. 

It seems to me quite likely that such a conference and an agreement to hold 
the line would not only greatly reduce the danger of administrative inflation but 
would also greatly reduce the danger of monetary inflation and allow the Gov- 
ernment to ease its tight money policy considerably, thus reducing the danger that 
tight money would increase unemployment. It could also serve to educate busi- 
ness, labor, and the public to the character and danger of administrative inflation. 


Toward a permanent program 


As I said in my testimony last Friday, we do not know enough about the be- 
havior of administered prices to be sure of prescribing an effective permanent 
program to deal with administrative inflation. Most unfortunately, economists 
have done very little work on the behavior and implications of administered 
prices. In these circumstances, I suggest the following set of investigations: 

1. An intensive analysis by the Bureau of Labor Statistics of the actual be- 
havior of the 2,000 individual commodities comprising the BLS Wholesale Price 
Index.—The study now underway by the BLS will be valuable, but a much more 
intensive job seems to me to be needed. This would presumably require a small 
amount of additional funds and the mose intensive analysis might require 6 
months to complete. 

2. An intensive analysis of the relation between changes in prices, wage rates, 
productivity, taves, profits, etc., as they relate to the volume of production and to 
each other for a small number of administered priced commodities (perhaps 20) 
such as steel and agricultural implements.—Its primary purpose would be to find 
out as far as possible how the changes in the various factors influence each other. 
In particular the analysis would seek the factors leading to changes in price 
including the effect of changes in labor costs, other costs, the level of operation, 
etc., as far as such a factual analysis can disclose. An adequate job might be 
completed in 6 months or so and would require extra staff. 

3. An intensive investigation for a few commodities such as steel and farm 
machinery of the actual process of price making and the factors which price 
makers say they take into account in setting or changing prices—The actual 
questioning is a task for the subcommittee itself but as a preliminary I suggest 
that the heads of the companies scheduled to testify should be asked to submit, 
well in advance, a written description of the process by which they reach a 
decision, what members of their organization are involved in the decision, what 
information the decision makers have before them in making the decision, and 
what factors they take into account in making a decision. 

The committee might also want to ask for a factual report to provide the in- 
formation for the specific company which is being developed for specific industries 
under project 2. 

The main objective of the actual questions would be to find out for specific 
price changes why the company made the change when it did (why not sooner, 
why not later), and in the amount it did (why not more, why not less), and to 
what extent its price was dictated by market forces. 
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The questions should probably be limited to, at most, a few specific commodi- 
ties. In the case of steel, it might focus on the base price and to differentials for 
specific types or qualities of steel so as to avoid being bogged down in the thou- 
ands of separate prices which make up the actual complex of steel prices. 

4. A questionnaire sent out to a sizable number of economists setting forth 
the problem of administrative inflation as it has been presented to your com- 
mittee and asking (a) their appraisal of the theoretical possibilty of adminis- 
strative inflation and of the evidence that the current inflation is of this sort; 
(b) their evaluation of the danger and damage likely to arise from administra- 
tive inflation; (c) suggestion as to what to do about it.—The purpose of such a 
questionnaire would be partly to get the economic fraternity thinking about the 
subject, partly to educate, and partly for the appraisal and suggestion which 
would be forthcoming. 

The questionnaire should not be sent out until project 1 is completed and 
considerable information has become available under projects 2 and 3. The 
hearings already completed plus these projects would provide the basis for the 
questionnaire. 

5. A separate questionnaire to leading economists, businessmen, labor leaders, 
and consumer representatives asking their opinion on how the gains from in- 
creasing productivity should be shared and what this means for prices and 
wage rates in different industries—It seems to me that underlying the long-run 
danger of administrative inflation is the problem of who gets the gains from 
increased productivity. Should all the gains go to the particular industry in 
which they occur? And if so, how should they be divided between capital and 
labor ; i. e., how much in higher wage rates, etc., and how much in higher profit 
margins? How much should the gains in one industry be shared by other 
industries? What should happen to the wage rates of workers in industries 
whose productive increases lag behind those of other industries? 

“There seems to me crucial questions and as long as there is no clear and com- 
monly accepted pattern, the clash between labor and business, each trying to 
maximize its share from increased productivity, can only bring confusion, 
wasteful conflict, and a constant pressure for administrative inflation. 

“The analysis and publications of the results of such a questionnaire might lay 
the basis for a general conference of business, labor, and consumer aimed at 
producing a general agreement in principle as to the pattern of the division of 
productivity gains which is most in the public interest. 

“T do not believe a permanent program for preventing administrative inflation 
can be designed until there is fairly general agreement on principles to be followed 
in sharing productivity. When agreement is reached on this, I believe a legisla- 
tive program aimed ut completing the job of control could be worked out without 
such drastic control as is involved in the public utility type of regulation. If 
an agreement in principle cannot be reached outside the Government, I believe 
more drastic legislation would be needed, perhaps involving a legislative decision 
on the general principle to be followed in the sharing of productivity gains. 

“I am going to stop here. If it is found that the current inflation is administra- 
tive and a hold-the-line policy is adopted, I believe there will be time enough to 
carry through the projects I have suggested and also additional projects as 
their need becomes apparent and, on the basis of these projects, to formulate a 
constructive program of legislation.” 


It would be only fair in this study to give the views of Dr. Richard 
Ruggles, professor of economics, Yale University, who differs some- 
what to the views of Drs. Means, Nourse, and Galbraith. Dr. Ruggles 
states : 





It is not possible to maintain, in view of the statistical evidence, that admin- 
istered prices have been primarily responsible for the inflationary spiral * * *.¥ 

The data on wages, prices of manufactures, corporate profits, and the various 
components of consumer prices thus present a consistent picture. They do not 
lead to the conclusion that the price rises in the period since the Korean war 
boom can be attributed primarily to the presence of administered prices in the 
economy—at least not in the sense of prices privately administered by large 
corporations.” 





1. S. Senate hearings on administered prices, July 1957, pt. 1, p. 131. 
13 Ibid., p. 135. 
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Dr. Ruggles, in speaking of the effect on the farmer, states: 


This discussion of industrial pricing has been cast in terms of wages, profits, 
and consumer prices, and thus implicity has considered the interests of labor, 
business, and consumers. 

Agricultural prices have been mentioned in passing but something more needs 
to be said of the farmer’s stake in this problem. Industrial prices and wage 
policy has had a considerable impact upon farm prices, and so on the farmers’ 
share of total output.” 

* x * a ° s 


What price stability we have had, therefore, has been largely at the farmers’ 
expense ; he has faced rising industrial prices with falling income. 

Certainly, any consideration of future industrial pricing ought to take into 
account not just the relationship between wages and profits, but also the role 
of the farm sector. Not to do so may mean that, as is the case now, business 
and labor together achieve their gains at least in part at the cost of squeezing 
the farmer.” 


Dr. Ruggles may disagree with his colleagues, Drs. Means, Nourse, 
and Galbraith, on administered prices and inflation; however, he does 
fully agree with them on the impact of administered prices, and infla- 
tion on the farmer. As J stated earlier, Walter Reuther fully sets 
forth testimony of the two-way squeeze on the farmer.*® 

Mr. Roger Blough, chairman of the board, United States Steel 
Corp., in a colloquy with Chairman Estes Kefauver, sympathized 
with the farmer who was not able to raise the prices of his eggs while 
facing increased costs on the operation of his farm. 

A further illustration of the concern of diversified groups in the 
plight of the farmer in discussing industrial pricing can be noted in 
quotes from an editorial in the American Tung News, published 
monthly by the American Tung Oil Association, December 1957 issue: 


It has been a year of prosperity to many * * *. But to agriculture it has not 
been a good year. 

Prices of things that farmers must buy have gone up—groceries, feed, ferti- 
lizer, farm machinery, labor, autos, trucks, fuel. 

But prices of things that farmers sell have continued on the downward path. 
The story of tung-oil prices during the past 6 years is a revelation of tragedy. 
Many other crops have fared not quite so badly, but the story of agriculture 
everywhere is that the farmer is being ground between the upper millstone of 
high costs for what he must buy, and the lower millstone of lower prices for 
the products he has for sale. 

The big problem is, in fact, the preservation of the essentials of our civilization. 

Factories, industries, big cities, are trademarks of modern civilization—we 
have themin America. They are quite important. 

But remember this: Food, clothing, and shelter are our essential needs, 
regardless of the degree of prosperity. We have taken them for granted, all 
these years. 

But we are day by day and year by year witnessing the sacrifice of this one 
essential basis for any civilization—agriculture. 

Great Britain, you will recall, passed through her Industrial Revolution a few 
hundred years ago, during the process of which her agriculture was neglected, 
while her labor and her financial resources were dedicated to industrial produc- 
tion. 

Remember that we saved Britain in two World Wars from starvation and 
defeat. In her hours of direst need her neglected agriculture could not feed her 
population. And the surplus production of food and fibers from these United 
States came in right handily. 

The depressing thought is that we in the United States are now treading this 
same path of grave economic error. Year by year we are permitting our agri- 


18 Thid., p. 139. 

4 Ibid., p. 140. 

%U. S. Senate hearings on administered prices—Automobiles, January 1958, pt. 5, 
Pp. 2216-2251. 
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culture to be destroyed. Our brightest boys and girls are leaving the farms 
and going to the cities for better opportunities. The intelligent factory worker 
receives twice to three times the wages of the equally intelligent farmworker— 
even the farm owner. The trend is ever downward. 

And the final outcome? 

Mark this prediction by one who has made a modest study of economic affairs 
in this country during more than 40 years: 

Before this century ends, and as our population mounts, we are going to have 
a real farm problem. 

It will not be a problem of overproduction and of farm surpluses. It will be 
a problem of feeding and clothing the people of this country. 

Remember India? Remember China? Remember their periodically starving 
millions? 

It can happen to us—if we permit this never-ending deterioration of our 
agriculture. 


CoNCLUSION 


In reviewing the foregoing, and considering the developments of 
recent weeks and days, one must conclude that there is a need for an 
unbiased, objective, and thorough study to solve the farmer’s dilemma 
of being in a market-price industry whe 90 percent of all industries 
are found in the category of administered prices. 

The Congressional Record is replete with suggestions that, as the 
economy of the farmer goes, so goes the economy of the Nation. It 
has been pointed out that a recession on the farm leads to a recession 
to the Nation. If we examine the Congressional Record, it reveals 
that prior to our recent recession the prices of farm products were 
falling to new lows at a time when prices generally were rising. The 
farmers were caught in the middle of the two-way—higher costs and 
lower prices—squeeze. The result was less purchases by the farmers 
of farm machinery which led to Mr. Walter Reuther’s testimony of 
the idle farm machinery at the plants of the Nation which resulted 
in less employment; less purchases by farmers of automobiles, trucks, 
and many other products. However, a recent report showed that, in 
certain parts of Nebraska, prosperity to the farmers brought pros- 
perity to the other segments of the economy in that area. Since this 
report is on automobiles it is interesting to note that automobile sales 
in that Nebraska area were higher in 1958 than in 1957, although 
throughout the Nation automobile sales dropped from 6 million in 
1957 to 4.4 million in 1958, or more than 30-percent drop. 

It is reasonable to assume that what happened in the Nebraska 
area could happen in the entire country if the farm prosperity would 
be universal. Our economy demands that all of its segments—agri- 
culture, labor, and industry—must be in a healthy state. 

As stated earlier, prices of farm products which up to recently were 
rising, have fallen for the last 3 months. Will this retard our climb 
out of the recession? This question, among others suggested earlier, 
needs thorough study by the Congress. 

Perhaps we should become more conscious of agricultural econom- 
ics. It is interesting to note that President Kisenhower has ap- 
pointed Dr. Don Paarlberg, as his special assistant and adviser on 
economics, succeeding Dr. Gabriel Hauge. Dr. Paarlberg, a former 
professor of agricultural economics at Purdue and, until his appoint- 
ment by the President, served as Assistant Secretary of Agriculture. 
The President followed this appointment with the selection of Dr. 
Karl Brant, an agricultural economist from Stanford University, as 
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a member of the President’s Council of Economic Advisers. He 
joins Dr. Paul W. McCracken and Dr. Raymond J. Saulnier, Chair- 
man of the Council. 

Some of the issues mentioned in my individual views have been 
artially answered in the previous administered price hearings. 
Iowever, the pertinent issues remain to be solved. Unless the plight 

of the farmer as viewed in this report is solved, the United States 
farm could meet the same fate as the farm problem related in the 
previously quoted editorial from the American Tung Oil Associa- 
tion. 

It is therefore incumbent upon Congress through its appropriate 
committees and subcommittees to conduct a full study and investiga- 
tion of inflation and administered prices versus market prices as they 
affect the increased prices that the farmer pays for farm machinery 
and necessary parts, and the decreased prices that the farmer receives 
for his farm products. That is precisely why I introduced Senate 
Resolution 384 in the 85th Congress urging such an investigation and 
hearing. 

Wiiu1am Lancer. 








INDIVIDUAL VIEWS OF SENATOR EVERETT 
McKINLEY DIRKSEN 


PREFACE 


The hearings on administered prices concerning the automobile 
industry started on January 28 and continued intermittently over a 
period of 10 days, ending on February 20. They were resumed on 
April 29 and concluded on May 6. 

More than 3 months elapsed before the staff presented a report 

on August 12 to the members of the subcommitee for their considera- 
tion. It was logical to suppose that this report was complete; how- 
ever, 2 additional chapters were received 1 week later. On August 20 
T advised the chairman that— 

I was a little surprised to receive 2 new sections of the automobile report 
this morning, 1 full week after receiving what was offered as a complete re- 
port * * *, 

This substantial addition to the material received on August 12 does, of 
course, upset the schedule for filing individual views on the matter, for it is 
reasonable to assume that the members of the subcommittee expect the 30- to 
45-day period to start running at the time a complete committee report is sub- 
mitted for their review. Consequently, I expect you will want to let us know 
when the report is complete, if it is not so now, so that we can plan accordingly. 


The chairman advised me on September 4 that— 


* * * you may be assured that the automobile report is complete * * *. If 
you regard it as essential, you may, of course, consider the date from which the 
30- to 45-day period begins to run as the day of submission of the supplementary 
material which was transmitted to your office on August 18. 

When any report is prepared by the staff, each member of a com- 
mittee has an obligation to the Senate to review every statement care- 
fully, and in the event that he cannot subscribe to the staff’s findings, 
prepare his own individual views. 

The printed hearings cover 1,153 pages of testimony, and there are 
952 pages of exhibits. Reports should be prepared expeditiously 
following the conclusion of any hearing. Although the testimony 
was extensive, technical, and complicated and in spite of the con- 
flicting dem: ands upon all members of the subcommittee during the 
closing weeks of the session, the staff’s report was carefully studied 
to expedite the preparation of individual views. They were filed 
with the clerk of the Judiciary Committee on Thursday, October 2. 

While the staff was aware of the fact that individual views would 
be submitted, it failed to notify the members of the subcommittee that 
revisions of its report were in progress. A new galley was presented 
by the majority’s staff on October 6. Every member of the subcom- 
mittee should be afforded the opportunity to exercise his own judg- 
ment as to whether changes in the report prepared by the majority’s 
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staff are substantive in character. After examining the new report, 
T advised the chairman on October 10 that— 

It was my understanding that the report I was reviewing as submitted to me 
by your staff was the final proof and that the agreed date for the final submis- 
sion of all reports was October 2. On October 6 you advised me that your 
report was not complete. In examining the new galley of your report I have 
noticed a number of major changes. In view of the fact that I will be out of 
Illinois all of next week I am hopeful you can grant my request to hold up 
the release of all the reports until October 31. This will afford all members 
of your subcommittee a chance to review your new amended report of October 
6, and correct the reports submitted to you on October 2 as originally agreed 
upon by the subcommittee * * *, 

I have made great efforts to expedite the release of this report, and 
the delay is most regrettable. 


I. Inrropucrory STATEMENT 


The majority’s report is an amazing document. American capi- 
talism provides a constant challenge for producers. Profits are the 
result of market performance. It is the most satisfactory economy 
that has ever been devised in terms of providing benefits for con- 
sumers. Competition is largely responsible for America’s unique 
standard of living. Yet, a eee of the majority’s report would be 
led to the completely unwarranted conclusion that high profits have 
been enjoyed by the automobile manufacturers, particularly the Gen- 
eral Motors Corp., by totally ignoring the interests of the consumers 
of their products. 

The antitrust laws provide the legal basis for a competitive, free 
enterprise economy. Their prime purpose is to promote the free play 
of competition. This subcommittee was authorized by Senate Reso- 
lution 231, 85th Congress, 2d session, 

* * * to make a complete, comprehensive, and continuing study and investiga- 
tion of the antitrust and antimonopoly laws of the United States and their ad- 
ministration, interpretation, operation, enforcement, and effect, and to deter- 
mine * * * the nature and extent of any legislation which may be necessary or 
desirable for—clarification of existing law to eliminate conflicts and uncer- 
tainties where necessary ; improvement of the administration and enforcement 
of existing laws ; and supplementation of existing law * * *. 

On February 5, 1958, I supported the chairman of the subcommit- 
tee in his request for an appropriation of $365,000 so that the sub- 
committee would not be hampered in meeting the responsibilities im- 
posed upon it by the passage of Senate Resolution 231. Yet, in spite 
of many months of hearings, the voluminous majority report does not 
contain a single recommendation for legislative action. 

Without specifically charging wrongdoing against anyone, the ma- 
jority’s report suggests improper and illegal practices by an important 
and successful industry which are unsupported in the record. In fact, 
many statements in the majority’s report are contradicted by evidence 
in the record or in exhibits which were subsequently submitted. The 
report of any congressional committee should be based principally on 
the record developed in the course of the hearings. While ignoring 
pertinent testimony, the majority’s report quotes from numerous books 
and documents, including some written many years ago, which were 
not submitted for the record. These dubious sources are cited as un- 
impeachable authorities. 


1§. Res. 231, Rept. 1200, U. 8. Senate, 85th Cong., 2d sess., Jan. 27, 1958. 
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The majority’s report was obviously prepared by the staff. As 
in the case of its report on Administered Prices in the Steel Industry, it 
again largely reflects the views of Dr. John M. Blair, its chief econo- 
mist. It resorts to inferences, generalizations, assumptions, and con- 
venient omissions of the facts contained in the record. It is so 
handicapped by errors, both as to facts and conclusions, as to impeach 
its creditibility and eliminate its usefulness. It is of little impor- 
tance whether this results from an underlying prejudice or from in- 
competence and error. It is based on a preconceived, theoretical, 
biased, economic, and legal analysis which attempts to depict the auto- 
mobile industry as a monopoly. ‘The three leading producers are 
supposedly unmindful of the desires of their customers. They are 
accused of attempting to force the American people to purchase cars 
which they do not want, as they are too big, are poorly styled, and are 
exorbitantly priced. I vigorously dissent from any such conclusions. 
The testimony in the record clearly demonstrates that the manufac- 
ture of automobiles is one of America’s most competitive industries. 

The majority’s report devotes considerable attention to the adver- 
tising expenditures of the automobile industry, but to my knowl- 
edge no member of the staff has had any special training or quali- 
fications in this field. It deals with design and other technical mat- 
ters. Certain conclusions are drawn which are based on scanty testi- 
mony from witnesses whose competence has not been established and 
whose bias is only too evident. Such testimony is useless unless it 
can be evaluated by one or more staff members or members of the com- 
mittee itself, possessing a background or basic knowledge in this whole 
field. 

It is unwarranted effrontery for any Senate committee to undertake 
to advise the automobile industry how to design its cars, how to secure 
public appeal for its products, and how best to conduct its business. 
Yet, throughout the course of the hearings, no hesitancy was shown 
in suggesting how the industry should be run, how much should be 
spent for advertising, the types and variety of models that should be 
produced, and how they should be priced and financed. These are 
questions which should clearly be left to men of competence, skill, 
experience, and special training, who have devoted a lifetime exclu- 
sively to these matters. In the hard competitive struggle to meet the 
demands of the American consumer, executives have risen in their 
respective companies to positions of responsibility. I take excep- 
tion to the unwarranted attempts by the subcommittee to inter- 
fere in the internal operations of an industry which has played a 
leading part in the dynamic expansion of the American economy 
over the past 60 years. It has met the tests of both peace and war 
satisfactorily. 

The automobile industry is admittedly one in which the three lead- 
ing firms account for more than 90 percent of its total sales. How- 
ever, this isno new phenomenon. On April 13, 1938, President Roose- 
velt approved House Joint Resolution 594, 75th Congress, 3d session, 
directing the Federal Trade Commission to make a complete study of 
the motor vehicle industry. This resolution was introduced in the 
House of Representatives by Congressman Gardner R. Withrow, pres- 
ently a Republican Member of the Congress from the State of Wiscon- 
sin. It was sponsored in the Senate by a distinguished Democrat, 
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Sherman Minton of Indiana, who subsequently was appointed to the 
Supreme Court of the United States. The Commission in the prepa- 
ration of this report had a far better opportunity to make an objective 
and detailed analysis of the industry than this subcommittee. Its 
conclusions aprile a basis for appraisal of the majority’s report. 
They include these pertinent observations : 


The Commission finds that a high degree of concentration prevails in the 
motor-vehicle industry, there being in 1938 only 11 companies (or company 
groups) producing passenger cars regularly, and 3 of them had no less than 89 
percent of the total unit sales of passenger cars; that among these 3 leading 
motor-vehicle manufacturers there prevails, apparently, a condition of active 
competition * * * 

There is strong competition for business in the automobile industry both among 
manufacturers and retail dealers. Price competition in motor vehicles, however, 
is naturally different from that in commodities that are of the same, or stand- 
ardized, description and quality for producers generally * * * 

Consumer benefits from competition in the automobile-manufacturing industry 
have probably been more substantial than in any other large industry studied 
by the Commission.’ 


An examination of the current hearings supports these earlier 
findings of the Federal Trade Commission with respect to competi- 
tion in the automobile industry. No evidence has been adduced 
which would lead to a contrary conclusion even though the type of 
competition found in the automobile manufacturing industry does not 
conform to the academic theories which the staff may believe desirable. 

Another recent appraisal of the operations of the automobile in- 
dustry by an unbiased and qualified group of technicians is provided in 
a study prepared under the auspices of the Organizations for Euro- 
pean Economic Cooperation. This organization is comprised of the 
governments of the European countries which cooperated with the 
United States under the Marshall plan. It has sponsored studies of 
American industry with a view toward securing the adoption of ad- 
vanced and more efficient American methods and practices by Euro- 
pean producers. Its findings with respect to the automobile industry 
were published in Paris in 1953 in a document entitled “Some Aspects 
of the Motor Vehicle Industry in the U.S. A.” The study includes 
these general comments: 


By reducing costs through the installation of efficient equipment, the United 
States automobile manufacturers built up a mass market which spread out in 
ever-widening circles until the worker became himself a customer. This became 
possible because wages had continually increased, whilst improved designs and 
processes were eagerly adopted in order to increase productivity. The guiding 
principles were low selling prices, reduction of overheads and as little outside 
finance as possible. 

The automobile manufacturers of the United States never lose sight of the 
fact that industrial progress is impossible without continuous new investment ; 
increased financial resources have to be brought into use and their cost must 
not reduce the value of the technical improvements effected. Exceptional de- 
mands may be covered by the sale of stock to the public and only in rare cases 
are loans obtained from banks. 

Generally speaking the primary aim of the United States manufacturers is to 
obtain a fair return on their shareholders’ investment. It may be noted that 
more and more workers in automobile plants are becoming shareholders in the 
companies that employ them. 

Continuous progress is the keynote of the automobile industry in the United 
States. Technical progress in design brings constant improvement of the product 
and progress in industrial methods constantly reduces production costs and 


2H. Doc. 468, 76th Cong., 1st sess., June 5, 1939; Federal Trade Commission, Report on 
Motor Vehicle Industry, pp. 1073-1074. 
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leads to lower selling prices together with higher wages for the workers and a 
fair return for the shareholders. Thus the industry makes its vast contribution 
to the general economic progress of the whole nation.’ 

It is common knowledge that for many ye ars the structure and 
ores of the automobile industry have been scrutinized by the 

epartment of Justice and the Federal Trade Commission under both 
Democratic and Republican administrations. Yet, they have made 
no broad sweeping charges against the industry such as are implied 
in the majority’s report. Toa large extent it 1s devoted to a review 
of the Peon and practices of the industry’s largest producer, the 
General Motors Corp. The staff has clearly demonstrated its preju- 
dice toward the free-enterprise system, and hence it is quite logical 
that a firm which is big and which has consistently earned high profits 
should be selected as a special target. 

This investigation can only be justified if it has contributed new and 
substantial information to the Senate which was lacking prior to the 
inception of this inquiry. The Temporary National Economic Com- 
mittee developed a great deal of the background data on the auto- 
mobile industry through its extensive studies prior to World War II. 
During the postwar per riod there were numerous appearances by execu- 
tives of the automotive industry before Senate committees. 

On December 20, 1948, Mr. M. E. Coyle, executive vice president; 
Mr. Albert Bradley, executive vice president; and Mr. Frederic G. 
Donner, vice president, respectively, of the General Motors Corp. 
appeared before the Joint Economic Committee.‘ 

The Senate Committee on Banking and Currency in connection with 
its investigation of the behavior of the stock market again reviewed 
General Motors’ policies and practices. Mr. Harlow H. ‘Curtice, pres- 
ident; Mr. Albert Bradley, executive vice president; Mr. Frederic 
G. Donner, vice president; and Mr. Henry M. Hogan, vice president 
and general counsel, appeared before that committee on March 18, 
1955.° 

This Subcommittee on Antitrust and Monopoly conducted further 
hearings on the automobile industry later in 1955. At that time the 
leading officials of all of the mimuladenens testified. A detailed in- 
quiry on the General Motors Corp. was initiated on November 10, 1955, 
and extended over many days. During the course of those hearings, 
General Motors’ officials were interrogated, and numerous documents 
were filed for the record. Any objective examination of the present 
hearings fails to disclose new and significant information not pre- 
viously available to the Senate which would warrant the time and 
expense for everyone concerned. Regretfully, only one conclusion can 
be reached, namely, that the automotive industry continues to be a 
target for investig ations because of the size of the producers and their 
importance to our economy. In acountry, dedicated to free enterprise, 
success should generate ‘approbation and not reproach. However, 
since the majority’s report reflects the biases and aversions of the staff 
toward the free enterprise system and the profits which make its 
operation possible, this critical approach should not be surprising. 


8 Some Aspects of the Motor Vehicle Industry in the U. S. A., Organization for European 
Economic Cooperation, Paris, October 1953, pp. 11-12. 


* Corporate Profits, hearings before the Joint Committee on the Economic Report, 80th 
Cong., 2d sess., pp. 506-581. 
5 Stock Market Study, hearings before the Committee on Banking and Currency, U. 8. 


Senate, 84th Cong., Ist sess., pp. 815-851. 
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The majority’s report is so replete with errors and unfounded con- 
clusions that it makes an itemized refutation unwarranted. However, 
I will deal with some of the principal issues which have been raised at 
a later point. , 

The conclusions in the majority’s report must first be examined 
in some detail. They consist primarily of a series of proposals for 
further investigations of suggested wrongdoings on the part of the 
General Motors Corp. For example, it states: 

* * * An investigation should be made as to whether full-line forcing or tying 
practices are being resorted to with respect to dealers in selecting the parts and 
accessories which they might handle. An investigation should also be made as 
to whether or not General Motors is forcing its dealers to handle its own products 
exclusively. Such investigation should include the relationship between General 
Motors Acceptance Corp. and General Exchange Insurance Corp. Does GMAC 
require insurance with GEIC? Does GHIC require that repairs be made in the 
shops of General Motors’ dealers and, if so, can parts other than General Motors’ 
parts be used? ° 

It is inconceivable that any Senate report would propose a series of 
unanswered questions as the conclusions the subcommittee derived 
from its study of the extended and complete testimony which was 
presented at these hearings. 

These questions imply improper conduct although no evidence was 
presented by any witness to support these sly insinuations. There can 
be little doubt that the staff would have developed these areas of 
inquiry with alacrity if there had been any indication that such a 
course would have supported their efforts to “make a case.” 

In dealing with the question of concentration, the majority’s report 
states that: 


* * * This concentration appears neither compatible with nor conducive to 
a free market in which the public must buy automobiles. In the general con- 
text of trying to preserve competition and prevent monopoly, it would appear 
appropriate that the Department of Justice consider following its recent cases 
against small factors in the industry with a thorough investigation and, if justi- 
fied, a case under section 2 of the Sherman Act against the dominant economic 
force in the industry.’ 

Section 2 of the Sherman Act has been the law of the land for 68 
years. No member of the subcommittee has maintained that the 
Antitrust Division of the Department of Justice has not been diligent 
in pursuing this authority to bring monopoly to heel wherever it 
might be found. 

Perhaps the majority conceives the intent of this investigation is to 
render assistance to the agencies charged with the enforcement of the 
antitrust laws by developing information for their use. Such a 
theory is not compatible with the constitutional separation of powers. 
Nevertheless, even under such a premise, it is again difficult to see that 
these hearings have contributed any enlightenment to either the De- 
partment of Justice or the Federal Trade Commission, who are well 
equipped to carry on such investigations, 

The majority’s report is based on testimony from numerous wit- 
nesses whose qualifications were never established. No attempt was 
made to apply the rules of evidence. When an agency of Govern- 
ment, such as the Department of Justice or the Federal Trade Com- 
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mission, undertakes an investigation, it must constantly have in mind 
that the data and the facts which they assemble must establish a case in 
a court of law under well-defined rules relating to evidence and cross- 
examination. The subcommittee suffered from no such inhibitions, 
and the majority’s report reflects this lack of discipline. If the 
agencies charged with the enforcement of the antitrust laws believe 
that any member of the industry is in violation of existing law, they 
will have to proceed independently to make their own investigation, 
as the record developed at these hearings will not provide evidence that 
would sustain a case in any court of law. 

I must again repeat that not a single legislative proposal—not one— 
is found in the conclusions of the majority’s report although this is 
ostensibly an investigation with a legislative purpose. 


II. GENERAL OBSERVATIONS 


During the course of the investigation of the automobile industry 
and the subject of administered prices in general, members of the sub- 
committee were required to devote much of their time to this study. 
Following the conclusion of the hearings, many months elapsed be- 
fore the majority’s report was compiled and submitted to the members 
of the subcommittee for their review and the preparation of any in- 
dividual views. 

This interval has provided an opportunity for reflection not onl 
on these procedings but also on the investigatory techniques of all 
Senate committees. In view of the passage of time since the start of 
these hearings, the value of this investigation, which in my opinion 
was meager at best, has already diminished. 

In perspective this study seems like a rather fruitless, unobjective 
endeavor. However, I believe the efforts of the subcommittee may 
unwittingly have served a useful purpose. They emphasize the fact 
that sooner or later the Senate must give consideration to the broad 
question of investigations, particularly where they are extended and 
thus immobilize individual Senators who have important responsibili- 
ties to their constituents, to the legislative committees on which they 
serve, and to the Senate as a whole. 

This inquiry was ostensibly to study the effects of administered 
prices in the automobile industry and to review the effects of alleged 
concentration on competition. The majority’s report itself provides 
the best evidence one can adduce as to how diffused, academic and 
pointless an investigation may become. If any investigation by the 
Congress is to have value, it must be closely related to a legislative 
purpose. 

The decision of the United States Supreme Court in the so-called 
Watkins case provides a wise guide to the legislative branch in es- 
tablishing areas appropriate for congressional investigations. The 
Court held that an investigation could not be a fishing expedition and 
that the private affairs of individual citizens could not be exposed to 
public view simply for the sake of exposure. The district court 
found the witness guilty. The Supreme Court reversed the contempt 
citation on the ground that the committee had departed from a legis- 
lative purpose in connection with the interrogation of the witness. 

Following the philosophy developed by the Supreme Court, it is 
difficult to determine any well-defined legislative purpose underlying 
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this study of the automobile industry, since there is not a single 
legislative recommendation in the majority’s report. The con- 
clusions enunciated by the majority in its report are compressed into 
less than a thousand words. They propose that certain avenues of 
inquiry, which conceivably would fustity additional hearings, are 
suggested by some of the information adduced during the course of the 
hearings the subcommittee has already conducted. 

I firmly believe that the Senate must establish new policies respect- 
ing probes and investigations. If they are aimless and without clear 
objectives, they can and do cause an abuse of the legislative power. 

Singularly enough, questions of the cost of these investigations to 
all concerned are seldom raised. Responsible and busy executives 
with their staff assistants are immobilized for days on end when they 
should be actively engaged in their own private and productive enter- 
prises for the well- being of the country. In the case of the investiga- 
tion of the automobile industry this problem was particularly acute 
because it was conducted during a period when American business 
was on the threshold of an economic recession. 

The preparation of the documents and data which were requested 
involved the time and effort of many people. Much of this material 
will receive scant attention. In all candor, the subcommittee’s exami- 
nation of the witnesses was rather disjointed, as it was interrupted with 
quorum calls and rollealls. In the very nature of things a full mem- 
bership was not always in attendance because of conflicting duties 
and demands. 

In reviewing the transcript, and this is said in all kindliness of 
spirit, the interrogation was often interlarded with stump speeches 
which had no relevance to the particular purpose of the inves- 
tigation. Many questions were raised which were not germane. 
Vast amounts of information were extracted either orally or in 
written form which could have been obtained more easily and 
succinctly by merely corresponding with the Library of Congress, 
Government agencies, or members of the industry itself. 

Reports are ‘filed upon the conclusion of congressional hearings held 
under these circumstances as required under the resolutions by which 
the committee operates. They are usually so lengthy and include 
so many items of dubious value that it is unlikely “that they will be 
widely used or read. 

These proceedings, therefore, are expensive not only to the Senate 
but also to the industry in question. During the 2 sessions of the 
85th Congress, the Senate has approved 68 resolutions authorizing 
investigations and has made available $7,185,541.45 for these under- 
takings. 

My experience with this particular investigation suggests that other 
techniques and procedures can be devised to provide the Senate with 
the necessary information to legislate in the interests of the American 
people and at far less cost to the Public Treasury. I believe that many 
Members of the Senate will share this conviction. 

As a constructive proposal, it is recommended that the Congress seri- 
ously consider the creation of an investigatory instrument, “probably 
not unlike the royal commissions which function in other English- 
speaking countries where membership is honorary and eagerly sought 
after. Generally speaking, the hearings conducted by such commis- 
sions are not public, nor are verbatim reports ever published. Because 
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of the prestige and honor involved, the services of the most competent 
persons can be secured. Their reports are in truth and in fact docu- 
ments of real substance which easily become the foundation for any 
legislative action which might be necessary. Such a proceeding makes 
no » headlines, but it does make common sense. 

In addition to the foregoing recommendation, I respectfully suggest 
that there should be consultations with the Department of Jus- 
tice, as the chief law enforcement agency of the Federal Gov- 
ernment, and other departments and independent agencies, for the 
purpose of working out effective approaches and techniques as a result 
of which information developed by committees of the Senate would be 
more useful in the enforcement work of the executive branch. 


III. ApMINIsTERED Prices—TueE ProsLtemM Berore THE SUBCOMMITTEE 


At the outset of the present series of hearings on administered prices 
in the automobile industry the chairman of the subcommittee on Jan- 
uary 28, 1958, stated : 

* * * One of the primary purposes of the subcommittee’s hearings on admin- 
istered prices is the examination of the pricing practices in our major industries 
in order to determine whether our antitrust laws are adequate to effectuate the 
fruits of competition to the American public.’ 

The majority’s report has departed completely from this original 
purpose. It is primarily a critique of the success and position of the 
General Motors Corp. in the automotive industry. It also includes 
many suggestions as to how the industry should be operated so as 
better to conform to the theories of the staff. It is useful at this 
point to restate the definition of “administered prices” which were 
supposedly the subject of these heari ings. 

The term “administered prices” was originated by Dr. Gardiner C. 
Means, an economist of the Committee for Economic Development. 
He was among the five economists who testified before the subcommit- 
tee in the summer of 1957. The term “administered prices” first ap- 
peared in a study entitled “Industrial Prices and Their Relative In- 
flexibility,” which was printed as Senate Document No. 13, 74th 
Congress, lst session. Under Dr. Means’ definition— 

* * * an “administered price” is a price set by someone, usually a producer 
or seller, and kept constant for a period of time and for a series of transactions. 
The opposite of an administered price is a market price, a price that fluctuates 
on the basis of supply and demand as these forces are felt in the market.’ 

There has been widespread confusion that administered prices are 
monopoly prices. Dr. Means, the author of the term, was explicit in 
stating that such pricing was not a monopolistic device. He noted 
that 


Administered prices should not be confused with monopoly. The presence 
of administered prices does not indicate the presence of monopoly nor do market 
prices indicate the absence of monopoly.” 

If administered prices are present in a major part of our economy and since 
they exist in a great many areas which are not monopolized but in which there 
is active competition between a few units, it is clear that they do not neces- 


8 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Committee on the Judiciary, U. S. Senate, 85th Cong., 2d sess., pt. 6; Automobiles, 
. 2167. 


® Administered Prices, hearings before the Subcommittee on cs and Monopoly of 
the Committee on the Judiciary, U. S. Senate, 85th Cong., 1st sess., pt. 1, p. 75. 
2 §. Doc. 13, 74th Cong., lst sess., p. 1. 
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sarily reflect monopoly conditions but something more widespread—namely, the 
reduction in the number of competing units in many industries.” 


The subcommittee’s continued concern with the term “administered 
prices” stems from the fact that its chief economist, Dr. John M. 
Blair, has long been of the opinion that administered prices and 
monopoly prices are synonymous. In Seeds of Destruction, which 
he wrote in 1938, Dr. Blair said: 


Most inflexible prices are inflexible because they are in one way or another 
determined by administrative control. * * * We must study the phenomenon of 
price-setting by corporate monopoly, realizing in so doing that the larger is the 
percentage of our prices which are fixed by corporate mouopoly as against the 
forces of competition, the higher will our price level probably tend to be, and 
the smaller will be the chances for any marked increase in real labor income 
to take place.* 

The testimony presented by the economists during the first phase 
of these hearings clearly showed that administered prices are essential 
in a modern economy. Dr. Means, the originator of the term, “ad- 
ministered prices” stated : 

Administered prices represent a way of doing business that leads to greater 
efficiency and higher standards of living. We could not have our big efficient 
department stores and mail-order houses if prices were not admiuistered. 
Without this method of pricing, big efficient industry would find it almost im- 
possible to operate. Administered prices are an essential part of our modern 
economy. * * ** 


Another eminent economist who appeared before the subcommittee, 
Dr. Edwin G. Nourse, the former C hairman of the President’s Council 
of Economic Advisers, testified as follows 


* * * It is my considered opinion that the economic institutions and busi- 
ness practices described as administered pricing grow naturally and properly 
out of the conditions of modern industrialism and that they may be so used as 
to promote both economic growth and business stability vigorously and con- 
sistently.* 


Dr. Nourse also stated he could not see how an industry like the 
automobile industry could be operated without administered prices.*® 

During the present series of hearings on administered prices in the 
automobile industry, Mr. Theodore O. Yntema, vice president of the 
Ford Motor Co. in charge of finance appeared before the subcommit- 
tee. I place great reliance on his testimony. Prior to joining the 
Ford Motor Co. in 1949, he was for more than 25 years a member of the 
faculty of the University of Chicago. He was successively professor 
of accounting , professor of statistics ;, and professor of business and 
economic policy. Mr. Yntema discussed the concept of “administered 
prices” as follows: 


The term “administered price” has been used before this subcommittee to 
mean a price that does not change frequently. In this sense, most retail and 
wholesale prices are administered; they do not change from transaction to 
transaction. In most lines of business, prices are administered because any 
other method of pricing would be inefficient, wasteful, and often virtually 
impossible. 

Practically everything you buy at retail has an administered price—most 
food, clothing, furniture, drugs, sporting goods, books, toys—almost everything 
except the automobile. 


11 Tbid., 27. 

12 John i. Blair, Seeds of Destruction, Covici, Friede, New York, 1938, pp. 90-91. 

143 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Fern aittee on the Judiciary, U. 8S. Senate, 85th Cong., 1st sess., pt. 1, p. 75. 

is Ibid., p. 20. 
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At wholesale, most items, too, have an administered price except those that 
can be bought and sold by specification and for which there are large numbers 
of sellers and buyers trading in the same market. In general, the testimony 
has shown that administered prices are necessary and desirable in our economy. 

Incidentally, it should be noted that wages are administered prices because 
they do not change from hour to hour or day to day. The mere fact that in this 
sense wages are administered should not be interpreted as carrying any critical 
or sinister connotation, just as the mere fact that product prices are admin- 
istered should not be interpreted to carry any critical or sinister connotation 
in regard to them. 

In the sale of automobiles by the manufacturer to the dealer, it is incon- 
ceivable that prices should change from transaction to transaction. If each 
transaction were a separate deal, individually negotiated, the additional cost to 
the manufacturer and the dealer would raise the price of the car to the customer 
substantially. 

I suspect, too, that the manufacturer might run afoul of the Robinson-Patman 
Act * * &, 


Mr. Yntema does not believe that the concept of administered prices 
contributes to economic analysis. He said: 


I would just drop the word “administered” out of the vocabulary. If you 
want a highly technical definition for economics, then I would say one of the 
factors that is important to look at in some circumstances is the partial elas- 
ticity of demand for the sale of the product of the particular firm. 

That is not useful publicity, but I think it is a useful concept for economic 
analysis. 

I know that takes care of the first question of my concept of what I would 
call competition. I think it is inevitable in the world as we have it because it 
costs a great deal to change prices, and you cannot negotiate—you do not want to 
negotiate—in the drugstore every time you want to buy a tube of toothpaste. 

That would be a very wasteful way to do it, so what we do is find a price that 
is established and you go in and buy it or you do not buy it.” 

The Congress has recognized the need for administered prices in the 
sale of automobiles by enacting S. 3500, introduced by Senator Mon- 
roney and Senator Thurmond. It was ‘approved by the President as 
Public Law 85-506, 85th Congress, 2d session. It requires that auto- 
mobile manufacturers clearly list the price of each vehicle on a label 
affixed to the car. Failure to do so or the removal of the label prior 
to its delivery to a customer is accompanied by severe penalties. There 
is no better evidence to support the fact that administered pricing is 
a necessary practice in this industry. 

The American Economic Association has invited Dr. Blair, the 
subcommittee’s chief economist, to deliver a paper entitled “Admin- 
istered Prices: A Phenomenon in Search of Theory” at its 71st annual 
meeting in Chicago on December 28, 1958. The evidence developed 
during | ‘the course of these hearings suggests that rather than an ac- 
cepted phenomenon searching for a theory, efforts are being made to 
find data to support a preconceived theory. 

The continued efforts of the majority’s staff to equate so-called 
administered prices with monopoly prices have diverted the attention 
of the subcommittee from the pursuit of its proper function; namely, 
to study how competition works in the real world and to determine 
what legislation should be recommended to insure competition for 
the benefit of the American consumer. 


16 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Committee on the Judiciary, U, S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, 


p. 2678. 
17 Ibid., p. 2682, 
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IV. Tue Hearines 


The hearings on administered prices in the automobile industry 
began on January 28, 1958. As has already been indicated, they were 
the third phase of the subcommittee’s efforts to study administered 
prices—the first developed the theory through testimony from aca- 
demic economists, the second reviewed administered prices in the steel 
industry, and the third was devoted to a study of administered prices 
in the automobile industry. 

The minority views on administered prices in the steel industry 
included a chronology of the proceedings prior to this study. Relevant 
portions are repeated at this point: 

On November 28, 1956, Mr. Walter Reuther, president of the United 
Automobile Workers, addressed a letter to President Eisenhower in- 
cluding the following request: 

* * * As a practical and effective step to bringing about a better understanding 
of the underlying causes of inflation, I should like to urge that you use the great 
influence of your office to call for and support a searching congressional investi- 
gation into waxge-price-profit relationships in the auto, steel, and meatpacking 
industries and other basic industries whose pricing policies exert such a decisive 
influence on the American economy. Our deep concern about the threat of in- 
flation prompted us to ask for such a congressional investigation of the wage- 
price-profit relationship as early as July 1955. * * * 

On December 8, 1956, Mr. Reuther’s letter to President Eisenhower 
was acknowledged by Mr. Sherman Adams, assistant to the President. 
Mr. Adams said: 


* * * Congressional investigations are the prerogative of the Congress, and I 
doubt that the President would wish to intrude in this field. 

On January 30, 1957, the United States Senate adopted Senate Reso- 
lution 57, 85th Congress, 1st session, authorizing an investigation of 
antitrust and monopoly laws by this subcommittee. 

Mr. Reuther understandably believed that his efforts were largely 
responsible for this investigation. In fact, in his appearance before 
the subcommittee, he said: 

Our appearance here today, Mr. Chairman, is the culmination of 2% years of 
continuous efforts on the part of our organization to get the United States Con- 


gress to take a good look at the wage-price-profit equation in the automotive in- 
dustry and especially on the part of the Big Three * * ** 


The chairman naturally was unwilling to concede that any outside 
force was responsible for this inquiry. He said: 


Senator Keravuver. Let me make it clear in the beginning that your appearance 
here in this hearing on the automobile industry is not a result of any suggestion 
or effort on your part or on the part of the United Automobile Workers. We 
started upon a hearing on administered prices in a number of industries back on 
March 11 of last year, at which time we announced that the steel, automobile, 
and other industries were to be heard and other industries were listed. 

The list did not come from any suggestion that was made by you. 

We are glad that you feel the hearing is important and that you saw fit to 
be here. I think in a hearing of this kind it is necessary to get the views of both 
labor and management because they both, of course, play a very important part 
in the operation and the production of these large basic industries that we are 
examining.” 


This background is important in obtaining some understanding of 
the problem which confronted the subcommittee in connection with 
this inquiry. 


#8 Ibid., p. 2175. 
® Ibid., pp. 2175-2176, 
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Initially, the chairman of the subcommittee had invited officials of 
the major automobile producers and Mr. Walter Reuther, the president 
of the United Automobile Workers, to appear jointly before the sub- 
committee. I opposed this procedure. This subcommittee is charged 
with the responsibility of perfecting the antitrust laws. In effect, a 
joint meeting could have resulted in an industrywide agreement under 
Senate auspices. ee a 

Mr. Reuther’s prepared statement clearly indicated that he conceived 
that this would be the procedure the subcommittee would follow. He 
said ; 

* * * This committee is also considering the whole field of price increases as 
a matter of general public concern, and I believe it would have been wholly right 
and proper for us to have thrashed the matter out face to face before this com- 
mittee. We believe that the traditions of cross-examination and direct confron- 
tation as developed in our courts are sound also for investigations of this kind, 
and that they represent a most effective method of eliciting the truth from con- 
flicting claims. 

A still more desperate excuse for the refusal of the auto corporation heads 
to appear with me before you has been the suggestion that it would be improper 
under the autitrust laws for the presidents of competing companies to discuss 
prices together. * * *” 


The following colloquy is significant: 


Senator DrrKsEN. * * * You indicate that you regret, and in fact you resent, 
the fact that these gentlemen did not come and sit around the table at this same 
time. 

Were you of the opinion you were all going to sit around the table and discuss 
this matter of the $100 price reduction? 

Mr. Reutuer. As I understood it, Senator Dirksen, the original invitation 
that we received was the same invitation which the corporations received, and 
that what we were going to do under that approach was to sit down at the same 
time and try to intelligently and rationally discuss this common problem, and 
we responded in the affirmative. 

We said that we would be happy to come. Now at the point the companies 
said no, or that was changed and we did not agree to go ahead that way, why we 
accepted the present procedure.” 


It has consistently been my position that collective bargaining 
negotiations between free employers and free unions are not a subject 
for investigation by this subcommittee. I further believe it is most 
inappropriate that a Senate subcommittee primarily concerned with 
the maintenance of competition should endeavor to promote an in- 
dustrywide agreement. It should be noted that no representative 
of the automobile manufacturers proposed any plans which would 
permit the industry to operate in concert. Yet, other witnesses not 
connected with the industry felt free to make such recommendations. 

For example, the subcommittee received testimony from Dr. Ruby 
Turner Norris, professor of economics at Connecticut College. She 
prefaced her remarks by stating: “I am an economic theorist.” She 
proposed that the industry should make an agreement which would 
limit competition. She said: 

The Federal Trade Commission is quite capable of calling industry confer- 
ences together at which industrialists could talk it over. 

The annual question to be asked is a simple one: “Has anything important 


come up since last year—an invention so valuable that we cannot forbear giving 
it to the public now? 


2 Ibid., p. 2348, 
™ [hid., p. 2294, 
2 Ibid., p. 2434. 
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“Ts it better to make no change, to produce the same car at a very much better 
price instead? 

“Or are the inventions of this year so valuable that we must put out a new 
model in order to give the public their use now ?” 

That is the question, and as long as you can say “No,” the social improvements 
are superficial; they can wait; we should go on manufacturing those cars with 
the same dies and avoid senseless style competition.” 

Neither the chairman nor any member of the staff took exception to 
this suggestion although such a practice would completely supplant 
all competition. In fact, it would quickly destroy our free enterprise 
economy. The distinguishing characteristic of American capitalism 
is the fact that the decisions of producers are validated by the actions 
of consumers through their purchases in free markets. 

The prime objective of the Sherman Antitrust Act, which has 
served us so well for 68 years, is to maintain competition so that con- 
sumers may have this freedom of choice. If the time ever comes 
when producers will meet with the Federal Trade Commission to 
determine whether improvements and innovations should be given 
to the public now or postponed, there will no longer be a competitive 
free enterprise economy in the United States. 


V. INFLATION 


At the start of the hearings on administered prices, July 9, 1957, 
the chairman said: 

In opening these hearings on administered prices, the Subcommittee on Anti- 
trust and Monopoly is trying to come to grips with what is probably the Nation’s 
current No. 1 domestic economic problem—the problem of inflation. We are 


concerned particularly with the extent to which administered prices in concen- 
trated industries may contribute to this problem.” 


I never conceded that this was the proper domain of the Senate 
Judiciary Committee. The Senate Finance Committee, as well as 
the Senate Committee on Banking and Currency, has devoted seri- 
ous thought and effort to this matter. It could scarcely be contended 
that the Subcommittee on Antitrust and Monopoly of the Judiciary 
Committee was uniquely equipped to make any specific contribution 
to this field. 

Prior to the opening of the automobile hearings, the chairman of 
the subcommittee in his invitation to the principal witnesses again 
stated that one of the purposes of the hearings would be “an attempt 
to come to grips with what is probably the Nation’s No. 1 domestic 
economic problem—the problem of inflation.” * 

Pursuant to this theme, considerable attention was devoted to the 
pricing of automobiles, to alleged price fixing, and to the behavior 
of automobile prices at different times over a period of many years. 

This discussion embraced, among many other things, questions of 
profit margins, price reductions, and the elasticity of automobile de- 
mand. The industry’s collective-bargaining problems with the United 
Automobile Workers were also considered. Testimony was adduced 
with respect to the alleged monopoly power of unions to drive up 
wages and thus cause inflation. 


* Ibid., pp. 2449-2450. 

% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. S. Senate, 85th Cong., 1st sess., pt. 1, p. 1. 

% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly 
of the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 7: Appendix, p. 3319. 
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Yet, although the chairman stated that inflation was the Nation’s 
No. 1 domestic economic problem, the majority’s report makes no 
mention of this subject whatsoever. In fact, it seems to have been 
ignored entirely as were the related questions affecting the impact of 
wage increases on costs and prices. It is difficult to understand this 
change in viewpoint, particularly since both the Consumers Price 
Index and the Wholesale Price Index have continued to rise from the 
day that the hearings opened. 

This silence is even more inexplicable in view of the fact that the 
automobile industry during the course of the hearings was confronted 
with wage demands which, if granted, would inevitably have resulted 
in higher prices for its products. 

If inflation was the Nation’s No. 1 domestic economic problem 
when the hearings began, then it is even more of a problem today. 
Yet it has received virtually no attention in the majority’s report. 

This investigation would have been far more fruitful if the sub- 
committee, even though its jurisdiction was a matter of doubt, had 
continued to devote itself with a single purpose to the question of 
inflation and then proceeded to make recommendations to the Senate 
instead of conducting a fishing expedition in the hope that it could 
find material to support charges of monopoly and restraint of trade in 
the automobile industry. 

Competent testimony on this important subject was submitted dur- 
ing the course of the hearings by Mr. Theodore O. Yntema, vice presi- 
dent of the Ford Motor Co. in charge of finance. He is uniquely 
qualified to make a contribution to the subcommittee’s study of the 
Nation’s No. 1 domestic economic problem. He said: 


Over the past 35 years, it has been my privilege to study, often with the aid 
of the best talent in this country, many facets of the wage and price problems 
now before this subcommittee. I hope that the facts I present and my com- 
ments on them may be helpful to you. 

In your opening remarks on July 9 of last year, Mr. Chairman, you said that 
inflation is the No. 1 domestic problem of this Nation. Even though in recent 
months we have been moving downward into a recession, I am certain that, be- 
fore long, your statement will prove to be painfully true. 

In our national welfare, the achievement of prosperity without inflation is 
second only to military security and peace. We can lose out to communism on 
the economic front as well as on the military front. We can lose out if we 
fail to understand this inflation problem or if we fail to deal with it correctly. 

Before getting into the behavior of automobile prices, wages, costs, and profits 
in detail, I thought it would be helpful to examine the economics of inflation, 
especially as it developed in 1955-57. This will place the facts of the automobile 
industry in perspective and throw light on them. 

In the last 25 years, physics and chemistry have made epic progress. EHco- 
nomics has made progress, not quite so spectacular but just as great. All through 
the thirties we continued to suffer a terrible deflation and depression with 
chronic unemployment on a huge scale. Many remedies were tried, but they 
did not get us out of the depression. 

Now, however, competent economists know the monetary and fiscal measures 
that will stop and reverse a deflation. 

Knowing what we know now, we could have, I think, gotten out of that 
depression in the thirties in short order. 

In a technical or mechanical sense, the problem of deflation has pretty well 
been solved. 

The solution, however, involves inflationary injections which many of us 
may hesitate to recommend in full strength until there is better public under- 
standing of the matter and less likelihood that the cure will be abused. 

Nevertheless, the cure for depressions has passed largely out of the field of 
economic research and into the field of education and political action. 
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The same can be said of a demand-pull inflation, in which demand tends to 
outrun supply. We now have the technical know-how to deal with such an 
inflation. Monetary and fiscal measures can stop and reverse a demand inflation. 
In a national emergency, price and wage controls may also be needed tem- 
porarily. The necessary measures, however, may not be generally understood, 
and they may be so unpopular that no action, or inadequate action, may be 
taken. 

Again, there is need for education and for translation of knowledge into 
appropriate political action. 

The critical unsolved problem in our effort to achieve progress and prosperity 
is cost-push inflation. Cost-push inflation is generated by organized pressures 
upward on wage rates and/or the prices of other factors of production, even 
though labor and materials are not in short supply. 

It is, of course, true that cost-push inflation will reduce production and em- 
ployment and lead forthwith to depression, unless there is an increase in 
demand made possible by an increase in the quantity or in the velocity of 
money to support the inflation. 

Nevertheless, it is important to recognize the difference between demand-pull 
inflation and cost-push inflation. In a demand-pull inflation, the prime moving 
force is expansion of demand for goods and services. 

In a cost-push inflation, the prime moving force is organized pressure to 
raise wages and/or prices of the factors of production, even though labor and 
materials are in adequate supply. 

In actual experience, we do not get pure cases of demand-pull inflation or 
cost-push inflation, but, as we shall see later, some inflations are predominantly 
of the one type, some are of the other type. * * * 

In this connection, it is worth noting that cost-push forces will accelerate and 
aggravate a demand-pull inflation. If labor and business are swift to raise 
wages or prices on the least pretext, and if wages and material costs are subject 
to automatic escalators, a bulge in demand and rise in prices in part of the 
economy will spread rapidly through the rest of the economy, producing a much 
more rapid upward spiral of prices and costs than otherwise would occur. 

Another point is implicit in what I have said. Cost-push inflation, when labor 
and materials are in adequate supply, cannot occur unless unions have the 
power to raise wages and/or businesses have the power to raise prices of ma- 
terials and services. 

Cost-push inflation is a problem of union and/or business structure and of 
the functioning of such structures. 

It is a much more complex and difficult problem than the use of monetary 
and fiscal controls for dealing with inflation or deflation.” 


It would appear that this problem of union and/or business 
structure might have been an appropriate one for study by the sub- 
committee. 

Mr. Yntema’s testimony included a review of the income originating 
in manufacturing corporations for the years 1948 through 1956. Dur- 
ing that period he testified that the total compensation to employees 
rose from $48.6 billion to $83.7 billion, yet the profits after taxes rose 
from $9.6 billion to $10 billion.?’ The cost-price push can readily 
be explained by an increase in the aeenganenee of employees amount- 
ing to $35.1 billion while net profits after taxes increased by less than 
one-half billion dollars. 

The majority’s reports on administered prices in both the steel and 
automobile industries make frequent suggestions that prices should 
be reduced to stimulate demand even though costs have risen due to 
inflationary pressures. Yet in spite of the fact that the staff pro- 
fessed astonishment that prices should rise in the face of unutilized 
capacity, there has been no suggestion that wage increases should be 


26 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
Se getters Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, pp. 2631-— 
# Ibid., p. 2687. 
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withheld until jobs had been found for the unemployed. Any study 
of a complex economic problem must be fair, objective and unbiased 
if it is to have any usefulness. The majority’s report completely 
neglects any testimony which would support a position contrary to 
that long advocated by its staff. 

These comments have been included so that readers of this report 
may know that I gave some consideration to what the chairman char- 
acterized as the Nation’s No. 1 domestic problem. 


VI. Cotiective BARGAINING PROPOSALS 


It has already been noted that the subcommittee devoted its atten- 
tion to questions involving collective bargaining between the United 
Automobile Workers and the manufacturers. In spite of the volu- 
minous testimony on this subject, it is not mentioned in the majority’s 
report. Certain general comments with respect to proposals ad- 
yanced before the subcommittee by the United Automobile Workers 
are appropriate. 

The thesis was developed that the economy could be stimulated by 
diverting purchasing power to workers and consumers through a re- 
division of corporate profits before taxes. Specifically, Mr. Reuther 
suggested that earnings in excess of 10 percent on the capital employed 
in the automobile manufacturing business should be divided 3 ways: 
one-half to be retained by the corporations, one-fourth to be given 
to the consumers as rebates on their purchases, and one-fourth to the 
workers. 

The immediate effect of any such program would be a drastic reduc- 
tion in the yield of present Federal income taxes. The General 
Motors Corp. submitted a table for the record to show the loss in 
revenue the Federal Government would have sustained in the years 
1954, 1955, and 1956 from General Motors and its stockholders if 
Mr. Reuther’s plan had then been in effect.** For these 3 years the 
cost to the Federal Government from this 1 corporation would have 
totaled $1,060 million. Presumably it would have established a 
pattern for others to follow. 

The Bureau of the Budget on September 11, 1958, released revised 
1959 estimates of receipts. It expects a reduction in Federal revenues 
from the levels forecast last January in the President’s budget mes- 
sage of $7.4 billion, of which $3.7 billion, or 50 percent of the total, 
represents an expected decline in corporate income taxes. Con- 
fronted with a $12 billion Federal deficit, any plan which would tend 
to reduce revenues greatly from corporation income taxes would be 
highly inflationary unless the lost revenue was recouped by imposing 
additional taxes on individuals and consumers. 

In his testimony, Mr. Reuther advocated that, during a period of 
slack demand, purchasing power should be redistributed to labor, but 
that he would favor diverting more funds to capital formation during 
a period when the American economy required an expansion of pro- 
ductive facilities. He said: 

If we were in a period in the development of the American economy where we 


needed to emphasize the expansion of capital goods because the pressure of 
consumer demand was greater than the ability of the economy to satisfy that 


* Ibid., p. 2552. 
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demand, then the emphasis ought to be on the need for capital to create the 
factories necessary to expand productive facilities to meet the demand. But 
at the point you have idle capacity, then you have to shift the emphasis over to 
purchasing power to reestablish the balance. 

If we were 10 years back in the American economy and we were meeting now 
in 1948, and the pressure of pent-up purchasing power, the pressure of demand 
against the ability of the economy to satisfy that demand, was such that we 
would get inflationary pressures because the capacity was not adequate to meet 
the demand, then I would argue that we ought to shift the emphasis to the 
expansion of capital goods to create the factories we need.” 


An exhibit was submitted by Mr. Reuther entitled “Purchasing 
Power for Prosperity.” *° It was the economic thesis for the union’s 
long strike against the General Motors Corp. in 1945. This was a 
period when “capital expansion and reconversion had a very high 
priority for available funds. Yet there is no reference in this docu- 
ment to the need to create productive facilities. Mr. Reuther’s for- 
mula for economic expansion was the same then as it is today ; namely, 
to divert purchasing power from the stockholders to the workers. 

His testimony included a statistical comparison of the returns over 
a 10-year period to investors and workers. Mr. Reuther said: 


Here is a chart that is based upon a projection of what would have happened 
if in January 1947 a person with some money available bought 1,003 shares of 
General Motors stock at a cost roughly of $52,000. 

Now we use that figure because in that year $52,000 worth of General Motors 
stock got in dividends the same amount of money that a worker got if he worked 
the whole year. They each got $3,009. 

In other words, $52,000 invested in GM stock in that year brought the 
owner of that stock the same returns as a worker got, if he worked the full 
year. 

Many workers did not, but we made it as if we worked the full year. 

Then we show what happened to the earnings of the worker in the next 
10 years. The lower bar shows the upward movement of his equity out of 
wages, what he got in 10 years working for General Motors Corp. The 
broken line shows what the stockholder who started at an even point in terms 
of earnings with the worker in 1947, what he got. 

Here is what it amounts to in figures : 

A worker in those 10 years in General Motors would have made $46,000 if 
he had worked a full year every year. This is not a true reflection, but we 
project it as though he had worked each year fully. 

A General Motors stockholder, the stockholder who bought the $52,000 worth 
of stock, in those 10 years, he got $96,000 in dividends, plus a capital gain 
because of a 3-time stock split of $189,000; and if he had sold his stock in 
September of 1957, his income for that period in dividends and capital gain 
was $284,000 in round numbers, compared to $46,000 that a worker made. 

Now, if you broke this thing down, a $9,000 investment in GM stock in 1947 
would have brought to a person the same economic return that a worker got 
for 10 years of work. 

In other words, a worker was worth $10,000 roughly in General Motors— 
less than $10,000 ; $9,000—and I say there is something wrong with the equity in 
our economy when $9,000 in 10 years will earn more than 10 years of work and 
sweat on the part of a human being. 

I say that there is something wrong with the economics and there is some- 
thing wrong with the moral standards where $9,000 gets you more income than 
10 years of hard work. Yet, there it is. No one can challenge the arithmetic 
of that.” 


The successful operation of the American free-enterprise system is 
predicated on a constant expansion of our economy. New investment 





*® Tbid., p. 2254. 

* Ibid., p. 2199. 

%1 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, p. 22 
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provides the tools for additional jobs, and increases productivity so 
that all workers may receive higher wages, while providing additional 
goods for American consumers. I do not challenge the arithmetic as 
far as it goes. However, I have prepared two tables, table I and table 
II, which amplify Mr. Reuther’s arithmetic. They show that the 
General Motors Corp. provided 200,857 new jobs since 1947, Further- 
more, the income received by these additional employees totaled 
$1,009,105,568 in 1957. ‘The portion of the total capitalization repre- 
sented by Mr. Reuther’s hypothetical stockholder owning 1,003 shares 
in 1947 can be applied to this data. This investment supported 8.52 
jobs and a payroll of $25,850 in 1947. By 1957 the same investment 
was supporting 12.35 jobs with a payroll of $62,050. Over the period 
1947-57 selected by Mr. Reuther, the payrolls supported by this invest- 
ment totaled $522,757. These data clearly show that a labor income of 
more than a half a million dollars rather than $46,000 is the correct 
measure of the benefits obtained by workers from this investment in 
private enterprise. 


TasLE I.—Salient economic relationships, 1947-57, General Motors Corp. 
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1 1947-56 source: Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly 


of the Committee on the Judiciary, U 


1957 General Motors Annual Report, p. 50. 
2 Payrolls divided by number of employees. 
§ Additional employees over 1947. 


4 Col. 4 times col. 5. 


5 1947-56 source: Administered Prices, op. cit., p. 3585. 


p. 49. 


. 8. Senate, 85th Cong., 2d sess. 


, pt. 7, appendix, p. 3586. 


1957 source: 


1957 source: 1957 General Motors Annual Report, 
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TaBLeE II.—Salient economic relationships, 1947-57, General Motors Corp. 
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1 Source: General Motors annual reports. 
2 Number of employees, table I, col. 3, times proportion of total common stock, table II, col. 3. 
3 Payrolls, table I, col. 2 times proportion of total common stock, table I, col. 3. 

4 2-for-1 split, 

§ 3-for-1 split. 


These are the dynamic economic facts of life which underlie the 
fantastic productivity of the American economy. A continuation of 
capital formation holds the only promise of maintaining living stand- 
ards in the days ahead when so much of our resources of necessity 
must be diverted to the needs of defense. 

There are great statistical difficulties in measuring the productivity 
of the American economy. However, Mr. Reuther stated: 

* * * The fact that the real compensation of all employees lagged behind pro- 
ductivity in the total private economy means that rather than obtaining an in- 
creased and disproportionately large share of the Nation’s output, workers 
actually received a smaller share of the Nation’s output in 1956 than in 1947.* 

When expenditures for national security are estimated to cost $46.8 
billion this fiscal year, everyone must make sacrifices. Only through 
greatly increased productivity resulting from better tools and im- 
proved management techniques can any of us hope to continue to enjoy 
the many benefits which have characterized the American standard of 
living. 

An examination of the revised budget estimates shows that income 
taxes from both corporations and individuals will be $1.7 billion less 
than the combined estimated expenditures for national security and 
the interest on the public debt. This presents a serious challenge for 
every American. If it is to be met without the destruction of our free- 
enterprise system, we must greatly increase the productivity of our 
economy. If profits after taxes are reduced either through excessive 
wage increases or a rise in taxes, capital expansion will be deterred. 
Then productivity will fall, and we will be unable to meet the needs of 
our consumers, the requirements of defense, or the provisions of jobs 
for our growing labor force. 


VII. Generat Comments Resprcrina ANALYsIS oF MAgoritTy’s 
CHARGES 


A point-by-point refutation of the many obvious errors in the ma- 
jority’s report will not be attempted. As has already been amply 


* Ibid., p. 2420. 
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demonstrated, it reflects the biases of majority staff members and 
reaffirms the theories which were expounded in the majority’s report 
on administered prices in the steel industry. 

The deficiencies in this report are indicated by the following general 
comments: 

A. It takes certain facts and uses them as the basis for a projection 
to reach certain conclusions which may or may not be valid. 

As an illustration of numerous instances of this approach, it makes 
obvious misuse of statistics. ‘The majority’s report states that: 

To a far greater extent than its competitors, General Motors is engaged in in- 
dustries other than those involved in the production of its principal prod- 
ucts * + o> 

Two tables are presented: one based on data submitted by the Gen- 
eral Motors Corp. and the other based on data submitted by the Ford 
Motor Co. None is presented with respect to the Chrysler Corp. 
They show dollar sales for complete automobiles together with certain 
cost data. From this fragmentary information, the majority’s report 
concludes that: 

* * * Some 35 percent of General Motors’ total sales and costs relate to 


activities other than the manufacture and sale of passenger cars and 
trucks * * *™ 


The majority’s report continues: 


By comparison with General Motors both Ford and Chrysler appear to have 
confined their activities largely to the automotive field. As contrasted to the 
figure of 35 percent for General Motors, only 18 percent of Ford’s total sales and 
costs relate to activities other than the manufacture of passenger cars and 
trucks. While figures are not available, it is probable that the proportion for 
Chrysler is even lower * * *.* 

The interpretations of these tabulations by the staff which are found 
in the majority’s report are obviously faulty. They show only data 
relating to complete automotive vehicles, not total automotive sales. 
In addition to complete automotive vehicles, both Ford and General 
Motors sell a large volume of service and replacement parts and ac- 
cessories. Hence these tables provide no basis to compare the relative 
importance of automotive sales to total sales. 

By attempting to make projections from this fragmentary data the 
majority’s report has not only misused this statistical material but 
arrived at wholly erroneous results. 

The staff could have accurately obtained the correct relationship of 
General Motors’ automotive sales to its total sales from publicly avail- 
able records. Page 10 of the Annual Report of the General Motors 
Corp. for 1954 states that: 

Automotive products accounted for 90 percent of General Motors commercial 
business in 1954 * * * 

Additional information was readily available to the staff in a Pros- 
pectus relating to an offering of 4,380,683 shares of General Motors 
Corp. common stock, which was publicly released on February 8, 1955, 

8 P. 25. 


«Pp, 25-26. 
% Pp, 26-27. 
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pursuant to the regulations of the Securities and Exchange Commis- 
sion. It contains the following unequivocal statement : 

* * * The principal products are in the automotive field and consist of pas- 
senger cars, commercial vehicles, parts, and accessories. Sales of these products 
averaged approximately 86 percent of consolidated commercial net sales in the 
5 years ended December 31, 1953, and about 90 percent for the full year 1954. 

Further light on this question of the ratio of automotive products 
to total General Motors activities was revealed in 1956 in a Pros- 
pectus relating to an offering of 1,278,833 shares of General Motors 
Corp. common stock by the Alfred P. Sloan Foundation. It was 
publicly released on April 30, 1956, pursuant to the regulations of the 
Securities and Exchange Commission. It stated that: 

The principal products are in the automotive field and consist of passenger 
ears, commercial vehicles, parts and accessories. Sales of these products aver- 
aged approximately 87 percent of consolidated commercial net sales in the 6 
years ended December 31, 1954, and about 91 percent for the year 1955. 

In three separate instances, the General Motors Corp. has publicly 
stated that automotive sales account for approximately 90 percent of 
its total commercial sales rather than 65 percent which represents the 
staff’s estimate. It is difficult to find any excuse for such misrepre- 
sentation of the facts. Obviously, conclusions based on such 
premises have no validity. 

A comparison of the results of the staff’s laborious efforts to misuse 
statistics with the publicly available facts provides an index as to 
its competence and the credibility of its statements. 

B. lt reflects not only a disregard for the facts concerning this in- 
dustry but, in addition, it makes irresponsible use of commonplace eco- 
nomic concepts. 

The majority’s report in referring to General Motors’ production 
of diesel engines and household appliances states that : 

* * * These areas constitute a conglomerate expansion in one of its most ex- 
treme forms since they have not even the most remote connection with any 
aspect of automotive activity * * *.*° 

Apparently, the staff is not informed that diesel engines are used 
in automotive trucks and buses and are an essential component of 
many automotive end products. It is also yenerally known that diesel 
engines are being used in passenger cars and taxicabs abroad and that 
their adaptation to passenger-car use is being studied in the United 
States. 

In fact, the sole difference between a diesel engine and the ordinary 
automotive engine arises from the fact that it uses a much higher com- 
pression ratio which makes it possible for combustion to take place 
without a spark ignition system. Its working parts are similar, includ- 
ing cylinders, pistons, a crankshaft, camshaft, valves, and accessories. 

Long-continued automotive interest in the diesel engine is exempli- 
fied by the fact that the Packard Motor Car Co. developed a light- 
weight diesel engine for use in aircraft as early as 1929. Diesel engines 
are not only produced by the General Motors Corp. but by other 
manufacturers and are, of course, also used in applications which are 
unrelated to automotive end products. 

In fact one of the principal nonautomotive applications of General 
Motors’ diesel engines has been in submarines and in other vessels for 


=P. 84, 












a ee ee ee 


———_S -_ = 


——_— — —- 


ADMINISTERED PRICES—AUTOMOBILES 233 


the United States Navy. It is arbitrary and represents unsound eco- 
nomic thinking for the majority’s staff to suggest that the use of diesel 
products should be limited to only those applications which may be 
incorporated in a manufacturer’s end product. ° 

The majority’s report refers to household appliances as another 
example to illustrate General Motors’ “conglomerate expansion in one 
of its most extreme forms.” ** This again reflects an unsound eco- 
nomic analysis. The same laws of physics, as shown in any high-school 
textbook, govern the operation of the internal-combustion engine and 
the refrigerator cycles. Household appliances and automobiles are 
not unrelated in their technology and manufacture. Both are con- 
sumer durable goods produced by the same mass-production tech- 
niques. Frequently the metal-fabricating operations are identical. 
Both products use many of the same types of components including 
electrical motors, wiring, bearings, castings, forgings ,and stampings. 
The majority’s report conveniently neglects the fact that household 
appliances are produced by other automotive companies—Chrysler 
and, until recently, the International Harvester Co. as well as Ameri- 
can Motors, one of the principal factors in the household appliance 
field. 

In the light of these facts, the statement in the majority’s report 
that General Motors’ manufacture of diesel engines and household 
appliances constitutes “conglomerate expansion in one of the most 
extreme forms” ** is a reckless and irresponsible conclusion that can 
be attributed only to ignorance. 

C. It employs half-truths and engages in a partial suppression of 
the source material from which its conclusions are derived. 

The majority’s report includes reference to a book entitled “Ford: 
Expansion and Challenge, 1915-33,” by Allan Nevins and Frank 
Ernest Hill. This book was not submitted for the record. In 
the majority’s report on administered prices in the steel industry, it 
was also cited as the authority to indicate the character of price com- 
petition which the staff apparently believes desirable. The quotation 
found in the majority’s report referred to the drastic price cut in- 
stituted by Henry Ford in response to the decline in automobile 
demand in 1920. 

The quotation is taken out of context and the whole story as related 
by the authors is suppressed. Messrs. Nevins and Hill made it clear 
that the price cut resulted in sales being made below the cost of 
production. They said: 

* * * He recognized that since he was still paying high rates for materials, 


any drastic reduction in car prices—and he knew that a drastic step was neces- 
sary—would mean that for some time he would sell every model at a loss.” 


These losses were to be compensated from profits on parts business. 
They said: 


* * * But he could neutralize much of the loss through the sale of parts; his 
act would compel his rivals to reduce prices; costs of materials, sure to fall in 
any case, would be deflated more rapidly; and over the long period the opera- 
tion would be profitable.* 


377 P. 34. 

8 Ibid. 

Pp, 5. 

“Allan Nevins and Frank BErnest Hill, Ford: Expansion and Challenge, 1915-33, 
wary Scribner’s Sons, New York, 1957, p. 152. 
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The majority’s report frequently alludes to the possibility that 
“profits made by a General Motors’ division in a sheltered market were 
used to subsidize losses incurred in more competitive areas.”“ Al- 
though there is no evidence of any such practice, the majority appar- 
ently approves of such action by its favorable references to the Nevins 
and Hill recital of the procedures followed by Henry Ford in 1920. 
This is but another example of the inconsistencies of the staff. 

Messrs. Nevins and Hill continue to relate how pressures had been 
placed on suppliers. They said: 


* * * The Ford purchasing department immediately put pressure on parts 
makers and suppliers of raw materials, and obtained reductions although they 
were not proportionate to the lowered prices of cars. * * ** 


Even the majority’s staff must know that such a practice would 
today violate the Robinson-Patman Act. 

The authors also show that these policies greatly intensified the 
problems of Ford dealers. They said: 


In one final effort to “obtain increased selling strength,” Edsel and Ryan 
announced to all Ford dealers that “effective immediately, all territory lines will 
be eliminated.” The plan was described as an opportunity: “Present large 
dealers will be benefited by being permitted to reach out into unlimited territory, 
“while small dealers could “expand and grow * * * by intensively covering 
territory just over the line which they have constantly claimed could be handied 
best by them.” This open territory system brought few complaints at the 
time, but later, in more intensive form, was to cause much resentment.“ 


What the staff failed to include in the majority’s report was the 
fact that the policy which they believed so attractive proved com- 
pletely ineffective. The authors showed the havoc it created for every- 
oneconcerned. They said: 


It did little to increase the revenue of the company, which was now as much 
in the grip of the increasing depression as most of its rivals. ‘i‘hey began to 
accept the necessity of a complete shutdown. On November 22 the Nash Motor 
Co. closed its plant at Kenosha, Wis., “to allow an inventory and completion of 
plans for readjustment of labor conditions.” As December advanced, other 
companies followed suit: Willys-Overland, Packard, Dodge, Studebaker, Reo, 
Maxwell-Chalmers, and Buick. Finally on the 24th the Ford Motor Co. stopped 
work “for inventory,” promising to reopen on January 5, 1921. Such plants as 
remained open carried a negligible working force and produced little. Auto- 
motive employees in Detroit, 176,000 in September, now shrank to 24,000.“ 

Meanwhile the shutdown took on aspects that few in the company and no 
outsiders had foreseen. 

First of all, the working force was stripped to a skeleton crew of managers and 
superintendents. Klann tells how Edsel Ford, Avery, Hartner, Findlater, Ernie 
Davis, and he laid a machine-shop floor. The regular salaries of these men 
amounted to hundreds of thousands a year, and the product of their work was 
called the million dollar floor. When it was finished, some of the former execu- 
tives asked if they would now be laid off. “No,” they were told, “you can act 
as watchmen.” “ 


I seriously question whether this is the model of price behavior which 
the majority considers appropriate for today’s economy. 

A further example of the staff’s practice of using incomplete quotes 
is found in the references to a colloquy between the chairman and Mr. 
«@ Pp, 29, 
43 Nevins and Hill, op. cit., p. 154. 
“ Ibid., p. 156. 


* Ibid., pp. 156-157. 
“ Nevins and Hill, op. cit., pp. 157-158. 
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Curtice, the president of the General Motors Corp. The majority’s 
report states : 


Senator Kerauver. Mr. Curtice, do you regard the growth of your company 
from about one-third in 1929 or 1930 to over one-half and the decline by the inde- 
pendents from one-fourth to less than 5 percent as a healthy trend in the economy 
and in the automobile industry? 

Mr. Curtice. I regard that as a healthy situation as far as General Motors 
is concerned, yes. 

Senator Kerauver. Not so far as General Motors is concerned, Mr. Curtice. 
Iam talking about the country and the industry generally. 

Mr. Curtice. I think it is a healthy situation for the country and the industry 
in general.” 

It neglected to include the balance of Mr. Curtice’s reply to the 
chairman which is found in the printed record of the hearings. Mr. 
Curtice continued: 

I think we are offering to the public outstanding values for the dollar, and 
only in that way can you gain public preference to the extent which we are 
enjoying. 

Now as you noted, in 1957 preference for our products declined somewhat 
despite aggressive selling on the part of our sales organizations, so it is entirely, 
I think, in the hands of public determination.* 

D. /t is replete with faulty statistical procedures which seriously 
reflect on the ability and competence of the staff. 

The majority’s report includes numerous references to a report 
prepared by the Federal Trade Commission on concentration and 
diversification in American industry as of 1950. From its examina- 
tion of this report the staff developed the following assertions which 


appear in the majority’s report : 


Chrysler, the smallest of the Big Three in automobile manufacturing, was 


listed among the top 4 in 7 product classes in the Federal Trade Commission 


report. Almost without exception these product classes related to automobile 
manufacture. Ford rated the top 4 in 22 product categories, most of which 
were concerned with the automotive field. 

The listings for General Motors were far more extensive, indicating the highly 
conglomerate character of its operations. In only nine cases did this company 
share product categories with Ford and/or Chrysler—all related to various as- 
pects of automotive manufacture. In addition, General Motors was named 
among the top 4 in 22 other product classes.” 

The data contained in the Federal Trade Commission Report is mis- 
used. It does not purport to list all the product classes in which a 
company had shipments in 1950, but only those in which its ship- 
ments made it one of the four largest companies shipping that product. 
Thus, the Federal Trade Commission Report cannot possibly be used 
to “contrast” two companies as to their degree of diversification. 
The shipments of steel and other products by the Ford Motor Co. 
in which they are not 1 of the 4 largest producers are omitted 
completely. ‘The shipments of air-conditioning equipment by the 
Chrysler Corp. were also excluded. On the other hand, because of 
its larger size, the shipments by the General Motors Corp. in a par- 
ticular product classification were more likely to place it among the 
top four in a given product class than the shipments of a smaller 
company. 


ap. &. 
*Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, p. 2503. 
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The deep and persistent bias of the staff is further evidenced by the 
conclusions it draws from this data. In commenting on the number of 
product classes in which Ford and Chrysler were included among the 
four largest producers in the Federal Trade Commission study, the 
majority’s report states : 

* * * Almost without exception these product classes related to automobile 
manufacture. Ford rated the top 4 in 22 product categories, most of which were 
concerned with the automotive field.” 

In commenting on General Motors’ 31 product-class listings, how- 
ever, the staff ignores the fact that the classifications were of an arbi- 
trary nature and that most of them were related to automotive manu- 
facture. Itstates: 

The listings for General Motors were far more extensive indicating the highly 
conglomerate character of its operations * * *™ 

The staff’s improper and unwarranted misuse of this data provides 
the basis for the conclusion found in the majority’s report that the 
difference between 22 product-class listings and 31 such listings is the 
difference between product classes related to automobile manufacture 
and a “highly conglomerate” enterprise. 

The bias of the staff is clearly shown in its characterization of the 
22 product categories for the Ford Motor Co. The majority’s report 
states: 

* * * Ford rated the top 4 in 22 product categories, most of which were con- 
cerned with the automotive field.” 

The footnote to this statement lists 10 nonautomotive product 
classes in which Ford rated among the top producers: (1) pyroxylin- 
coated fabrics; (2) resin-coated fabrics; (3) other impregnated and 
coated fabrics (oilcloth, ete.) ; (4) hardwood dimension, other than 
furniture; (5) millwork products, n. e. ¢.; (6) box shook: fruit, 
vegetable, industrial; (7) hardwood distillation products; (8) sheet 
(window) glass; (9) laminated glass; (10) wooden wirebound boxes.™ 
Incidentally, none of these product classes is included in table 3 of the 
majority’s report which lists “Product classes in which General Mo- 
tors was one of the 4 leading companies, 1950.”** In addition to the 
fact that the product categories are arbitrary and meaningless, the 
staff attempts to draw the unwarranted conclusion that the difference 
between a primarily automotive firm and a “highly conglomerate” 
enterprise may be explained by the fact that one firm has nine more 
product class listings than the other. 


E. Jt makes bland assertions without any citation of authority even 
though ample evidence to the contrary is readily available mm the 
record. 


The majority’s report states that : 


* * * In the early days of the industry, automobile components were pur- 
chased in the open market and created a thriving source of business for a 
multitude of independent suppliers. As General Motors and other large com- 
panies became more integrated, this avenue of activity for independents has 
gradually become narrowed. * * *® 


YP. 27. 
51 Tbid. 
52 Tbid. 





Mae © o> oo 


TH hee TP 


ADMINISTERED PRICES—AUTOMOBILES 237 


To support such a conclusion the majority should have sought to 
include data in the record relating to the following: 

1. The number of automobile suppliers in the “early days of 
the industry” as compared with the present number. 

2. The dollar value of automotive components sold by “inde- 
pendent suppliers” in the early days compared with today. 

3. The extent to which independent automotive suppliers were 
more or less “thriving” than they are today. 

4, The extent to which “General Motors and other large com- 
panies” are more integrated than they were. 

No such evidence was brought forth during the hearings. An ex- 
amination of the entire record reveals only one exhibit ‘which even 
bears on this subject. It was submitted by the General Motors Corp., 
and it is found in part 7 of the hearings.” It is a table entitled “Gen- 
eral Motors Corp. Sales Dollar Percentage Breakdown for the Years 
1926 Through 1956.” I have prepared a table, table III, which is 
based on this exhibit. It shows the percent of the General Motors 
sales dollar which was paid to suppliers through this period. 


TABLE III.—Proportion of total General Motors’ sales paid to outside 
suppliers, 1926-56 


| | 

Percent of Percent of | Percent of 
GM sales : GM sales | GM sales 
dollar paid dollar paid | dollar paid 

to suppliers ! to suppliers! | to suppliers ! 


55. 98 . re J 52. 60 || 1 a aeiiatiar | 50. 23 
51. 24 : 54. 76 WN: deduce 50. 26 
61. 31 Ps rd knah aie 50. 88 5 46, 83 
52.72 et eine Das 50. 95 | TRESS 9.91 
51. 93 ‘ 48.99 || 195: 8. 35 
52. 31 ; So Sy. +e: 52, 65 
58. 11 61. 40 |} 1064.............. 51. 10 
49. 59 54.07 || 195% 8. 46 
52. 93 5. 3 OE I cts ees 9. 59 
51. 92 ¢ 48. 82 || 

50. 90 49. 78 | 











1 Administered Prices, hearings before the Subcommittee on Antitrust and Stenipitys of the Judiciary 
Committee, U. 8. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, p. 2539. 


From 1927 through 1956 the suppliers’ share of the General Motors’ 
sales dollar has fluctuated within a very narrow range of almost 50 
percent of the total. The tabulation shows that in 1926 General 
Motors’ suppliers received nearly 56 percent of the General Motors’ 
sales dollar. 

A list of General Motors’ acquisitions and disposals was also sub- 
mitted for the record and is found in part 7 of the hearings. This 
exhibit shows that it was in that year that the General Motors Corp. 
acquired complete ownership of one of its most important suppliers, 
the Fisher Body Corp.*’ 

The record therefore reveals that the General Motors Corp. is no 
more integrated today than it was 30 years ago. Its suppliers produce 


® Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly 
of the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 7: Appendix, p. 3863. 

St Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly 
of the Committee on the Judiciary, U. S. Senate, 85th Cong., 2d sess., pt. 7: Appendix, 
p. 3849. 
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the same percentage of its end product. However, General Motors’ 
sales have increased from $1,270 million in 1927,°* to $10,796 million 
in 1956,°° and payments to suppliers increased from $659 million in 
1927 to $5,410 million in 1956. 

F. [t draws inconsistent conclusions from the facts. 

The majority’s report first attempts to show that the manufacturer 
with the newest styling will be assured of the major share of the 
market. Itstates: 


The impetus behind this pressure for more frequent model changes has come 
principally from General Motors which now boasts a completely new model 
each year. It alone has the financial resources to play this form of nonprice 
competition to the full; all other companies have good cause to be deeply alarmed 
over the future. A serious crisis faced Ford and Chrysler with the presenta- 
tion of their 1958 models which were repeats of 1957 with face lifts of con- 
sequence, particularly for Ford. Though sales of 1958 models were poor for 
all companies, they have been markedly so for Ford and Chrysler. Mr. 
Latham summed up the situation as follows: 

“The automotive industry, without question, faces the most difficult prob- 
lems of all in this area. For one thing, Detroit is already in the midst of 
a cycle based on a completely retooled line of products every 2 years, with a 
facelift on alternate years (which, based on costs, very closely approximates 
a clean slate) and desperate attempts to give the illusion of a complete change 
in any event. One firm is now claiming all-new models every year. With the 
emphasis, as it is, on styling and gimmicks first and functional improvements 
second—and with the really vast number of individual models that each firm 
must produce each year—this is a prodigious demand for elephants to dance 
on the head of a pin.” ® 

Since major inconsistencies are typical of the efforts of the major- 
ity’s staif, it is not surprising that these statements are completely con- 
tradicted elsewhere, as the majority’s report states: 

When any company neglects style changes in a year during which other com- 
panies do introduce new models, but nonetheless does raise its prices as if it, too, 
were bringing something new and different to the market, a loss of sales volume 
is to be expected. The suggestion made above is that some firm or firms hold off 
on a major model change, openly acknowledge the fact, and reduce prices to the 
fullest extent permitted by the substantial savings in styling, engineering, tooling, 
and promotional costs. There is no evidence to indicate that a company which 
did follow such a course of action would not improve its competitive position with 
respect to other firms which did increase their styling costs and prices.” 


Which of these conclusions represents the majority’s views? They 
cannot both be correct. 

G. lt consistently ignores the record and seeks to sustain the biases 
of the staff by resorting to other sources for “facts.” 

The majority’s report in discussing the advantages a firm obtains 
by securing war contracts refers to a report of the Smaller War 
Plants Corporation entitled “Economic Concentration and World 
War II,” a report of the Smaller War Plants Corporation to the 
Senate Special Committee To Study Problems of American Small 
Business.** This report is presumably presented as an independent 
and unbiased source of information on the subject in question and the 
name of its author is not shown. 


% A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary, U. S. Senate, 84th Cong., Ist sess., pt. 8 
General Motors, p. 4025. 

%® Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
——— on the Judiciary, U. 8S. Senate, 85th Cong., 2d sess., pt. 7: Appendix, 
p. 75. 
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This report, Senate Document No. 206, 79th Congress, 2d session, 
has been examined. It was written by Dr. John M. Blair. No reader 
of the majority’s report, without considerable research, would be aware 
of the fact that the chief economist of this subcommittee quotes his 
own writings as the authority for the views he is advancing. 


VIII. Srectric Comments Respectinc ANALYSIS OF 
Magortiry’s CHARGES 


A critical review of the majority’s report shows that the principal 
charges made or inferred can be summarized as follows: 

1. Concentration in the automobile industry is increasing. 

2. There is no price competition in the automobile industry. 

3. The automobile industry does not use advanced economic and 
statistical research in determining the elasticity of demand for its 
products. 

4, The efficiency of low-cost producers is reflected in higher profits 
rather than lower prices. 

5. Expenditures on advertising are too high. 

6. The guide to used-car prices, published by the National Auto- 
mobile Dealers’ Association, gives the General Motors Corp. an unfair 
advantage by suggesting higher trade-in values for its products. 

7. The so-called pricing formula of the General Motors Corp. insures 
an automatic profit. 

8. Defense business has given the General Motors Corp. an unwar- 
ranted competitive advantage. 

9. The size of the industry’s units is not justified by technology. 

10. The automobile industry places too much emphasis on styling 
and annual model changes. 

11. The General Motors Corp. is a conglomerate enterprise, which 
gives it an unfair advantage over its competitors. 

12. The dominance of the General Motors Corp. prevents the growth 
of competition in automobiles and in other products. 

A careful study of the record and then of the majority’s report shows 
that its conclusions are not justified, as they are not based on the facts 
developed in the hearings. It largely reflects the economic views of 
the majority’s staff members. The many inconsistencies further dem- 
onstrate that they lack any understanding of the practical operations 
of our competitive economy. There follows a detailed discussion of 
each of these erroneous and unfounded conclusions in the majority’s 
report. 

POINT 1 


The position in the majority’s report that concentration in 


the automobile industry is increasing is erroneous and un- 
founded. 


The majority’s report states: 


Regardless of the causes, however, the paramount structural characteristic 
of the automobile industry since the late 1920’s has been the increasing dominance 
of General Motors. During this period, the share held by the other major produc- 
ers has declined and the proportion accounted for by the independents has all but 
vanished. * * *® 


@Pp. 2. 
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Part I of the majority’s report is devoted to a review of the trends 
and form of economic concentration in the automobile industry. This 
portion of its text is based primarily on published material, rather 
than testimony adduced during the course of the hearings. Among 
the authorities cited are the following: Temporary National Economic 
Committee Monograph No. 27, and a book entitled “The Automobile 
Industry,” by Ralph C. Epstein, published by A. W. Shaw Co. in 
1928.% 

These documents have been examined. An analysis of this 
material indicates that the automobile industry has always been 
marked by substantial concentration. Yet the evidence shows that 
there has been intense competition within the industry, with great 
benefit to consumers. 

The Federal Trade Commission, in its 1939 Report on the Motor 
Vehicle Industry, written 19 years ago, arrived at this conclusion even 
though it was well aware that the 3 leading manufacturers were 
the principal factors in the industry. The report by the Federal 
Trade Commission made the following observation : 

With the number of motor-vehicle producers decreasing through retirements 
from business, mergers, and consolidations, and with rapid increase in demand, 
large-scale production has been the result. No attempt will be made to explain 
the marked decrease in the number of passenger-car manufacturers and the 
decrease in the number of manufacturers of most of the other types of motor 
vehicles, except to point ont that economy of mass production, introduction of 
yearly models, and the increasing importance of the style factor, the large 
amount of capital required to finance new models in good and bad years, all 
favored the large manufacturing company with huge capital and equipment 
resources. * * * 

The three leading producers of motor vehicles, Chrysler Corp., Ford Motor 
Co., and General Motors Corp., are called the Big Three by the industry.” 


It also said: 


It is apparent that sales of motor vehicles in the United States are dominated 
by the Big Three—General Motors Corp., Chrysler Corp., and Ford Motor Co. 
That the remaining motor-vehicle manufacturers are of but minor importance 
is indicated by their relatively small proportion of total motor-vehicle sales, 
and the increasing difficulty involved in maintaining even their present relative 
positions.” 

Yet, in spite of these facts, the Federal Trade Commission con- 
cluded : 

Consumer benefits from competition in the automobile-manufacturing industry 
have probably been more substantial than in any other large industry studied by 
the Commission.” 

The exhaustive hearings by this subcommittee provide no new facts 
and suggest no different conclusions. 

An examination of Monograph No. 27 filed with the Temporary 
National Economic Committee shows that it, in turn, was derived from 
a book entitled “History of Manufactures in the United States,” vol- 
ume III, by Victor S. Clark.* Mr. Clark’s review of the early years 





“Pp, 4, 

6H. Doc. 468, 76th Cong., 1st sess., June 5, 1939, Federal Trade Commission, Report 
on Motor-Vehicle Industry, pp. 26-27. 

 Ibid., pp. 28—29. 

* Tbid., P. 1074. 

® Investigation of Concentration of Economic Power, Temporary National Dconomic 
Committee, 76th Cong., 84 sess., Monograph No. 27: The Structure of Industry, p. 243. 
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of the automobile industry is most illuminating. It shows that an- 
nual model changes and automobile shows are not a new development, 
but were established when this industry was in its infancy.” 

It also gives a vivid description of the concentration which was 
resent during the formative years of the automotive industry. The 
ollowing quotations from the History of Manufactures in the United 

States, volume ITI, by Victor S. Clark are significant : 


To judge by press reports, a large share of the energy devoted to building 
up an automobile industry at this time was expended upon vast and visionary 
financial projects to monopolize patents in what was already seen to be a 
promising, but uncertain, new field of enterprise. Perhaps no industry in 
American history has started out with more seeming likelihood than this one 
of falling immediately into the hands of a small clique of financiers * * *.” 

We have seen that early attempts to organize the automobile industry on a 
large scale were by operating companies that designed to manufacture and con- 
trol the operation of electrical and, in one instance, compressed-air vehicles. 
The first general manufacture of automobiles for private use to attract wide 
attention was that of steam cars by the Mobile Co. and the Locomobile Co., which 
erected a large plant on the Hudson River north of New York City for their 
manufacture, and produced in 1900 about 95 percent of all the steam carriages 
built in America. * * * The Electrical Vehicle Co. attempted to control the en- 
tire manufacture of gasoline cars under the patent granted in 1895 to George 
B. Selden, covering the operation of road vehicles by motors of the compression 
type using “a liquid hydrocarbon gas” as a fuel.” 


The source material cited in the majority’s report shows that the 
automotive industry is generally considered as highly competitive. 
This competition involves price, styling, technology, merchandising, 
and service. 

The majority’s report makes the inference that the General Motors 
Corp. dominates the industry. This assumption is apparently based 
on the fact that in recent years the General Motors Corp. has ac- 
counted for about one-half of new passenger-car registrations. The 
majority’s report concedes that the Ford Motor Co. in the early twen- 
ties accounted for considerably more than 50 percent of the total 
production. It states: 

* * * In the early twenties, from well over 50 percent of the total production, 
Ford’s output dipped in 1925 to 45 percent, and fell further to slightly more than 
one-third by 1926 * * *.” 

The real position of the Ford Motor Co. as a factor in the auto- 
motive industry during this period was revealed in the testimony of 
Lewis D. Crusoe, executive vice president, car and truck divisions, 
Ford Motor Co., when he appeared before this subcommittee on June 
23,1955. He testified as follows: 


* * * We know the importance of a good product, of sound management, of 
intelligent planning, of adequate facilities—and we believe that we have them 
all today. We have learned our business in the best school of all, the school of 
daily competition in the market place. 

There is no reliable formula for protecting a fixed, competitive position; a com- 
pany either moves ahead or falls back. If it falls back, there is always a com- 
petitor standing in the wings, ready to take over. If he does not happen to be 
just offstage, he will still manage, somehow, to make his entrance on cue. 

Ford has moved ahead, fallen back, and moved ahead again since its begin- 
ning. The only way we can keep up with the fast pace of competition is to plan , 


® Victor S. Clark, History of Manufactures in the United States, vol. III, 1893-1928, 
Peter Smith, New York, 1949, pp. 160-161. 

7 Victor 8S. Clark, op. cit., p. 159. 

7 Tbid., p. 160. 
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wisely, think straight, and keep plugging away at it, day after day, year in and 
year out. No one guarantees us anything. The discipline imposed by the buyer 
is what makes us or breaks us. No one has found a way to insure that, because 
more Fords and Chevrolets were sold to the motoring public last year, it will 
happen again this year. 

In 1921, our company produced almost 62 percent of all of the cars built in 
America that year. * * * 

Three years later, 1924, we built and sold a larger number of Ford cars than 
in any year of our history, but our share of the market dropped to 55 percent. 
The market was growing—but our competition was growing and our share of the 
market was shrinking. 

By 1926, Ford’s share of the market had fallen to 36 percent, and this at a 
time when the Nation was enjoying peak prosperity. Our downward slide 
pointed to something that the management shculd have discovered several years 
earlier—that our market was not static, and neither was our competition. * * *™ 


Mr. Crusoe’s statement shows that the Ford Motor Co. at the height 
of its popularity enjoyed almost 62 percent of the market. Mr. 
Crusoe’s testimony is cited because it shows that the dominant 
producer in the automobile industry, or in any other industry, can 
readily lose his position if he fails to provide his customers with the 
product they desire. No evidence has been presented to this subcom- 
mittee to indicate that any manufacturer has an invulnerable position. 
Since we are dedicated to free enterprise, in the final analysis the con- 
sumer decides which firm shall enjoy a growing share of the market 
and which shall lose its position or even disappear. 


POINT 2 


The position in the majority’s report that there is no price 
competition in the automobile industry is erroneous and 
unfounded. 


The majority’s report states: 


Competition in the automobile industry is a matter of great complexity in- 
volving both price and nonprice forms of rivalry. Although by its very nature 
the mechanical complexity of an automobile would seemingly present infinite 
opportunities for price differences, the rivalry in price has evolved in such a 
manner as to result in the virtual elimination of price differences among the 
major producers for comparable models. Largely replacing rivalry in price 
at the manufufacturer’s level has been a steady, and in recent years astonish- 
ing, increase in the emphasis given to the various forms of nonprice com- 
petition.” 


My examination of the testimony brought forth at the hearings 
clearly shows that price competition in the sale of automobiles 1s 
intense. Mr. Curtice testified as follows: 


* * * The market for new automobiles has some unusual aspects that 
deserve consideration. For one thing, an automobile is an unusual product. To 
the purchaser, it represents a sizable investment. It is also a durable product 
with an average life expectancy of 13 years. It has come to be a necessity to 
millions of users, but, because of its durability, it is a necessity whose replace- 
ment can be postponed for a considerable period of time. 

This means that the car markets of the past and the future can affect the 
current car market. An owner may prefer the car he purchased last year 
or the year before to the new cars on display. Or he may decide that next year’s 
car will be more to his liking.” 


7% A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary, U. 8S. Senate, 84th Cong., 1st sess., pt. 1: 
Copperas Mergers, p. 646, 


% Administered Prices, hearings before the Subcommittee on Antitrust and woseuoly, 
of the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, p. 2474. 
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The used car, also, is a most important factor to be considered. Used cars 
constitute about two-thirds of all cars sold in any given year. In other words, 
two used cars are sold for every new car. Used cars are sold in wholesale 
auction markets and in thousands of retail establishments under highly com- 
petitive conditions. They compete with new cars, and this is particularly true 
of higher priced used cars. 

In view of all this, the conclusion, I believe, is inescapable that establishing 
a price that will develop a satisfactory market demand for new cars is no easy 
matter but requires a study of fundamental factors over a long period of time.” 


A further problem is presented to each of the principal producers in 
that the various makes offered by General Motors, Ford, and Chrysler 
overlap each other in the same price range. Mr, Curtice said: 

First of all, the manufacturer must price his models from the lowest priced 


to the most expensive in such a way that the value of each model in relation 
to the others in his own line will be properly refiected.” 


The majority’s report gives no consideration to any of this testi- 
mony. Yet it is common knowledge that the prices of used cars range 
from under a hundred dollars to almost the suggested retail price of 
the more expensive makes. Furthermore, as ‘the majority’s report 
itself states there are so many conceivable options that one might 
select, each at a different price, that it is absurd to maintain that 
price competition does not play a dominant role in the sale of auto- 
mobiles. 

The majority’s report makes reference to the fact that a heater is 
not included in the standard equipment of the Cadillac series 75, 9- 
passenger limousine. It states: 

* * * Even the Cadillac series 75, 9-passenger limousine, with a factory list 
of $8,675 for the 1958 model, offers a heater only as optional equipment at an 
extra cost of $179." 

This fact is in itself a demonstration of the intensity of competi- 
tion. A heater would not be selected by buyers in Southern States 
where it would seldom be used. Its inclusion as standard equipment 
would, of necessity, increase the cost to be averaged over all units 
and thus the price to all buyers. 

An examination of the hearings clearly shows that each of the 
manufacturers is very conscious of the necessity to meet price com- 
petition. Testimony respecting General Motors has already been 
reviewed. The following colloquy with respect to the policies of 
the Chrysler Corp. is pertinent : 

Senator CARROLL. Are you saying then you have to follow the price of General 
Motors, that you three who control most of the industry, have to stay together in 
this, that there can be no real price competition between you? 

Mr. CoLsert. I am not saying that at all. I am saying just exactly the 
opposite. 

If you do not stay competitive you will go out of business. If you cannot 
compete with the prices of the other fellows you are competing with, you will be 
out of business.” 

The majority’s report attached particular significance to the fact 
that the Ford Motor Co. raised its prices on its 1957 models after a 


76 Thid. 

7 Ibid. 

% Pp. 60-61. 

7 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly 
of the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, p. 2786, 
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price had already been established and publicly announced. The 
following colloquy again is significant : 


Senator KreFrauver. How did it happen that 3 weeks later you decided to get 
your prices exactly in line with General Motors’ prices? 

Mr. YnteMA. Mr. Chairman, we did not get them exactly in line. I remember 
that very well, and I would like to tell you what happened. I wish you had been 
there and seen it. We came out in the beginning of the 1957 model year with a 
brandnew car, the 1957 Ford, and that resulted in our getting before the year was 
out substantially higher registrations than Chevrolet. 

That was a car that cost us a great deal more. It was a bigger car and a more 
expensive car. We were also engaged in an expansion program. There were 
some unusual costs involved. And I remember very well the Ford division 
studied the problem at great length. It came into the central staff and was 
reviewed as usual. 

I remember going over it—and I cannot quote the detailed figures—but I 
remember quite well my opinion that the rise was not nearly enough to cover our 
costs, our increased costs, and I personally had violent objections to it. There 
was a great deal of discussion in the executive committee with respect to this 
matter, and there were persons with very strong differences of opinion. 

I thought that we were making a mistake. The chart that I showed you earlier 
this morning indicates quite clearly that in spite of the increases in price, that 
one and the subsequent one, that our profit margins did not improve in the fourth 
quarter, and they continued to deteriorate during 1957, and I had personally 
thought we were making a serious mistake. 

There were others who thought the same. The preponderance of opinion was, 
however, that we should not raise our prices by the amount of our costs because 
our competitor had a car that was in the third model year, and we thought it 
quite possible that they might shade very considerably. Our principal competitor 
came out with higher prices than we expected. We had a better product than 
they did. We knew we could beat them in the market with it. We wanted to 
make a decent profit, and so what we did was to raise our prices up to a point 
where we would still have a very substantial competitive advantage over them. 

As it turned out, we did. We sold more Fords than they sold Chevrolets. I 
think if any one of you had sat in on the whole circumstance, that you probably 
would have done the same kind of thing. We were not covering our costs, even 
the two combined increases did not cover our increased cost, and this is not 
a matter of opinion. As I say, it was a very close decision in the first place 
as to what to do, and finally what we did was to revise it and to add something 
that still did not cover our total costs. Now, that is the whole story as * 
happened.” 

It should be noted that the pricing judgment of the Ford Motor 
Co. was completely vindicated in the market by the fact that it 
apparently presented a more attractive value to consumers than its 
principal competitor. In 1957 more Fords were sold than Chevrolets. 
This simple fact shows how free competition in the market place 
operates. I believe it is far more significant than the involved aca- 
demic theories with respect to the presence or absence of price com- 
petition advanced by the majority’s staff. 

The majority’s report completely fails to recognize the point which 
was repeated so often by industry witnesses that competition in the 
automobile industry includes price competition but it is not limited to 
this one single factor. 

Again Mr. Yntema, a distinguished, academic economist as well as 
a successful businessman, provided testimony which showed how auto- 
mobiles are priced. He said: 


There are few commodities in which bargaining over price by buyer and 
seller play so large a role as in the retail deal for an automobile. 


8% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly 
of the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, p. 2693. 
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Such bargaining occurs because of the size and importance of the transaction 
to the buyer, the uncertain value of his old car to be traded in, and the enor- 
mous variety of specifications in which the automobile is offered for sale. 

In reality, the dealer gives a great deal of administrative attention to this 
bargaining process. The price is very much administered in the real sense 
of the word, but the result, paradoxically, is not an administered price in the 
sense the word has been used before this subcommittee. 

In previous testimony, attention was called to the range of discretion that 
a seller may have in establishing a price. In the case of an automobile manu- 
facturer, the range of discretion in setting prices on a car line is small. We 
have not found it possible to price much above the most nearly comparable 
models of competition; to do so would entail heavy loss of sales volume. We 
have found it impossible to price substantially below competition and still make 
a reasonable profit for our shareholders. 

In fact, we find that in some situations we may have to price car lines below 
cost if we are to stay in business at all. 

As a general rule, the range of discretion open to a manufacturer in pricing 
a car line is very much less than the $100 Mr. Reuther talks about. One im- 
portant exception should be noted; in the years immediately after the war, when 
there was a shortage of automobiles, most manufacturers of automobiles charged 
substantially less than they could have charged in view of the demand and 
supply situation. 

Mr. Reuther has charged that prices in the automobile industry are rigged. 
The only price I know of in the automobile industry that might be called rigged 
is the price of labor—wages and fringe benefits, rigged by the monopoly power 
exercised by Mr. Reuther. 

There is no collusion or discussion among companies in arriving at auto- 
mobile prices. Prices in our company are not set on a simple cost plus profit 
such as Mr. Reuther describes. 

Sometimes they are on a cost-minus-loss basis because we cannot otherwise 
sell our product in substantial volume. We naturally do try, though often un- 
successfully, to cover the increases in cost that we cannot offset through 
increased efficiency and, of course, we watch and try to anticipate what com- 
petition will do—in the effort to offer a better deal to the customer in price 
and product. 

What is not generally understood is the fact that price competition has more 
than one dimension. Since the products are not identical, we in the automotive 
industry compete just as truly by offering more for about the same money as we 
do by offering a lower price. 

Let me illustrate what I mean. 

Suppose eggs were 65 cents a dozen and someone comes along and offers a 
baker’s dozen for 65 cents. 

It is still 65 cents but it is a bigger dozen, and that is the kind of thing that 
happens in the automobile industry. There are price changes and also there is a 
bigger and more valuable product offered for the same price. 

The concept of uniform or identical prices is inapplicable and meaningless in 
regard to automobiles because the products of manufacturers differ in specifi- 
cation, styling, and performance. 

Prices can be compared only if allowance is made for such differences. But 
the allowance for such differences is subjective, varying from person to person. 
Some persons buy Fords, some buy Chevrolets, some buy Plymouths—each one, 
I am sure, convinced he is getting the best buy. Because products are not identi- 
cal, and because buyers are highly price conscious, as well as product conscious, 
there is always a strong incentive for a manufacturer to keep his prices low 
enough to take business away from competitors. 

In summary, I would say that the term “administered price” is not very help- 
ful in public discussions because its meaning is not clear cut and its connotations 
are misleading. 

It is easy to jump from administered to rigged, for example.” 


The hearings show that each producer uses every possible competi- 
tive incentive to win the favor of customers. This includes product 
improvement, better value for the same price, better service, and more 


1 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the onne Saty Committee, U. 8S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, 
pp. ‘ 
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attractive optional features. The majority’s report has completely 
misinterpreted the record and ignores the fact that price as well as 
other competitive practices in the automobile industry provides an ex- 
tremely effective mechanism to bring the benefits of competition to the 
American people. 

The majority’s report not only implies that price competition is 
nonexistent, but it then proceeds to indict the practices of automobile 
manufacturers in making annual style changes and in spending huge 
sums for advertising. ‘These practices are described as wasteful forms 
of competition that lead to higher prices and to a narrowing of con- 
sumer choice. The staff manifests a long-admitted bias toward its 
concepts of academic, pure price competition which was also evident 
in the majority’s views on administered prices in the steel industry. 
However, the majority’s report reveals a surprising lack of acquaint- 
anceship with the manner in which business enterprises are managed. 
If the ideas expounded therein were translated into business policies 
and practices, the sum total of buyer satisfaction would decrease 
rather than increase. 

A study of the hearings shows that each of the automobile com- 
panies has the same problem of trying to carry on its operation on a 
profitable basis. Each formulates a sales program based on its ap- 
— of market opportunity. Of necessity, it represents a com- 

ination of components, of which price is only one. A successful end 
result such as was achieved by the Ford Motor Co. in 1957, when 
Ford outsold Chevrolet, is based on product quality which includes 
both appearance and mechanical design. Branding, distribution 
policies, personal selling, advertising, sales promotion and service, as 
well as price, contribute to the overall result. 

Management in each instance tries to achieve an optimum of these 
components so that the total dollars expended will produce the maxi- 
mum overall sales revenues. The program represents the marketing 
strategy of each company. Each hopes that its plans will enable it to 
outperform the others in winning the patronage of prospective buyers 
of automobiles. The components differ from company to company 
over periods of time. There is of course the ever-present risk that a 
company’s strategy will be inferior to its competitors, but risk-taking 
is fundamental in the operation of a business. Careful planning can 
decrease risk but cannot eliminate it altogether. Without risk-taking 
and profit opportunity, the economy would tend to stagnate. 

In the light of the manner in which the automobile companies ac- 
tually conduct their marketing activities, it is clearly unrealistic to 
endeavor to draw a sharp line between price competition and non- 
price competition, as the majority’s staff has attempted. It is not a 
question of competing either by price or with other components but 
rather of how much of each component should be used and how to 
use them. 

No automobile manufacturer can intelligently arrive at a final de- 
cision on the optimum marketing combination without heeding (ca) 
the wants and attitudes of prospective buyers, (b) the past and cur- 
rent policies and practices of itself and of its competitors, and (c) the 
probable reaction of these competitors to its own future marketing 
decisions. 

The price competition confronting the automobile manufacturer 
extends beyond competing automobiles. Swimming pools, television 
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sets, new homes, central air-conditioning units, and travel are but a 
few of the attractions competing for the consumer’s dollars and, like 
the automobile, they are available on a time sale or deferred-pay ment 
basis. Thus, it is absurd to say that decisions as to product, price, 
advertising, or any other factor are not made competitively. 

If the offerings of two or more companies are comparable in the 
prospect they give of consumer satisfaction, regardless of the deter- 
minants of tha at satisfaction in the consumer’s mind, it should be 
expected that there would be little difference in price. It would be 
surprising if they were different. Identical prices for comparable 
products are as much a sign of competition as a lack of it. 

Price competition does not nec essarily call for reductions in price. 
Consumers are attracted by values. This concept includes price, 
quality, and style. If the products are improved, the consumer may 
get more for his money and thus may well benefit more than he would 
from a reduction in price without improvements in quality. The 
manufacturer, with an eye on profits, must decide which alternative 
is likely to provide greater buyer satisfaction. Sometimes he decides 
one way, sometimes another; but in any case, he is as concerned com- 
petitively with price as with other components. He cannot consider 
price by itself, nor can his competitors. 

Like style and price, advertising also plays a part in consumer 
satisfaction—a part completely disreg: irded in the majority’s report. 
It often provides information that increases the consumer’s range of 
intelligent choice. It may increase volume to a point where manu- 
facturing savings accrue, thus perhaps affecting the decision as to the 
price at ‘which the product may be offered. It may, and often does 
constitute a less expensive means of marketing than personal selling. 

An objective review of these hearings shows that price competition 
does exist in the automobile industry. There is competition as well 
in the other marketing components. One cannot say that there is 
too much competition in this component, and too little in that one. 
Positive evidence that a manufacturer has employed a combination 
that falls short of achieving maximum consumer satisfaction is shown 
by his profit-and-loss statement. To generalize that a reduction in 
advertising expenditures with a concomitant reduction in price will 
increase sales volume profitably is fantasy. 

It would appear that the farther the expert, in this instance the 
staff’s chief economist, Dr. Blair, is removed from the grave respon- 
sibility of making decisions involving price-volume relationships, the 
more willing he is to suggest them for others. 

When one considers the range of prices in the automobile industry 
as a whole, which must include both foreign and used cars as well as 
the range of models, equipment, and styles available, it is manifest not 
only that consumer choice is not limited but indeed that it is very 
great. 

The success of Ford versus Chevrolet in 1957 and the current re- 
sponse to the offerings of American Motors shows the infinite possi- 
bilities that are open to an enterprising manufacturer. If any one 
firm had a complete solution to all of these problems, it would enjoy 
all of the new-car business. Such an eventuality seems most unlikely. 


29314—58———17 
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POINT 3 


The position in the majority’s report that the automobile 
industry does not use advanced economic and statistical re- 
search in determining the elasticity of demand for its prod- 
ucts is erroneous and unfounded. 


Chapter 6 of the majority’s report is devoted to an analysis of the 
elasticity of automotive demand. This subcommittee is not qualified 
to evaluate the reliability of various theoretical formulas governing 
the demand for automobiles. The futility of such a procedure is 
best illustrated by the introductory statement to chapter 6 in the 
majority’s report. It states: 


Tt should be stressed at the outset that there is no one certain way of fore- 
casting the demand for automobiles. The methods employed in estimating what 
demand will be range all the way from hunches to elaborate mathematical-statis- 
tical formulations. The state of knowledge and the quality of the underlying 
data are not such as to permit the conclusion that any one method is correct 
and all others invalid. After all, the demand for automobiles is an extremely 
complex phenomenon. Influenced by many factors—income, price, quality, 
financing, and others. As compared to the enormous complexity of the problem, 
to say nothing of its importance, the amount of research that has been devoted 
to the analysis of demand is, by any standard, almost infinitesimal. In this 
chapter an attempt will be made to describe briefly the nature of these various 
methods of forecasting—from the simplest to the most detailed.” 


The subject of the probable elasticity of demand was injected into 
these hearings when Mr. Walter Reuther, president of the United 
Automobile Workers, suggested that niente manufacturers could 
stimulate the sale of automobiles by reducing wholesale prices $100 
per car. 

Mr. Reuther’s authority for the effect of price reductions on the 
demand for automobiles was Mr. Car] E. Fribley, a past president of 
the National Automobile Dealers’ Association. In his prepared state- 
ment Mr. Reuther said : 


Fribley pointed to prewar pricing methods as ideal for the industry to follow 
this year. 

He said, “In the years before World War II when new model prices (were) 
held or reduced, the result was increased volume for manufacturer and dealer 
alike. 

“IT am wondering,” he told his dealer audience, “if holding the price line this 
year, despite increased costs to manufacturers, would not produce enough addi- 
tional revenue for the manufacturers so that the end result on higher volume 
would be more profitable than raising prices which would thereby result in 
lower Volume. 

“It is the prerogative of the manufacturer to price his cars at wholesale, but 
dealers throughout America have a tremendous interest and stake in the final 
pricing of automobiles. 

“In my opinion, pricing of 1957 models could mean the difference between a 
6%- to 7-million-car year or a 5%- to 6-million-car year for the automobile in- 
dustry,” Fribley concluded. 

Present indications are that domestic sales of United States made cars for 
1957 totaled about 5.8 million passenger cars. This compares with 7.4 million 
in 1955 and 5.9 million in 1956. A continuation of the downward trend is an- 
ticipated, for Ward’s Automotive Reports has forecast total production of only 
about 5.3 million in 1958, including 100,000 for export. We do not believe there 
has been any decline in the American people’s need for new cars, but there has 
certainly been a decline in their willingness or ability to buy new cars at ever- 
rising prices. There can be no doubt whatever that a substantially higher num- 
ber of cars would have been sold both in 1956 and 1957 if prices had not been 
raised. There can be no doubt either that the gloomy prospects for 1958 could 


Pp, 130. 











~~ oe owe — — 


=~ mD 


one ao 


ce 


ADMINISTERED PRICES—AUTOMOBILES 249 


be remarkably brightened if the recent price increases were canceled and re- 
placed with a price cut or the assurance of a rebate. 

Mr. Fribley restated his position in April 1957, when he said, “Today, almost 
8 months later, I can see nothing that would change these remarks.” Fol- 
lowing the publication of our proposal for a $100 price cut on 1958 model cars, 
he again indicated that his position had not changed. The Wall Street Journal 
on August 19, 1957, reported : 

“At his home in Norwich, N. Y., yesterday, Mr. Fribley said his views were 
still the same on auto pricing as those quoted in the Reuther letters. ‘If at 
all possible,’ he said, ‘the price line should be held because dealers can then rea- 
sonably expect an increase in volume.’ ” ® 


Mr. Yntema referred to Mr. Reuther’s statement in his appearance 
before the subcommittee. He said: 


But Mr. Reuther asserts that this loss of profits would be largely offset by 
gains from our company’s share of a 1-million-car increase in industry sales. 
What is the basis of this assertion? It is a statement by Mr. Carl E. Fribley, 
then head of the National Automobile Dealers Association, to the effect that if 
there had been no price increase on 1957 models, a million more units would 
have been sold. From this, Mr. Reuther has derived his assumption that a 
$100 reduction in car prices, about 4 percent, would have increased sales by 
16 percent. This would indicate an elasticity of demand of minus 4. 

Mr. Fribley was, I am sure, voicing his honest opinion. But unless his 
opinion was based on objective analysis, it is likely to have been biased by his 
special interests. There is in the record no indication of how Mr. Fribley 
arrived at his conclusion, or to what extent, if at all, his opinion was shared by 
others. 

Mr. Fribley’s opinion is at odds with the serious, scholarly attempts to meas- 
ure the elasticity of demand for automobiles. 

These studies indicate a much smaller increase in units sold in response to a 
price reduction. They show that the elasticity of demand for new cars pro- 
duced by the industry probably is in the minus 0.5 to minus 1.5 range—that is, 
only about 12 to 40 percent as large as Mr. Reuther’s interpretation of the Frib- 
ley guess.“ 


The following colloquy took place: 


Senator Keravuver. Mr. Yntema, turn back to the preceding page where you 
discuss Mr. Carl E. Fribley’s statement. At the time Mr. Fribley made his 
statement that a $100 reduction in cars would increase the sale by 1 million cars 
or 16 percent, he was the head of the National Automobile Dealers Association? 

Mr. YNTEMA. That is correct, sir. 

Senator Kerauver. Would you not think in that position that he would have 
a very good feel of the industry, a very good idea of sales possibilities? 

Mr. YNTEMA. NO, sir. 

Senator Kerauver. You would not think so? 

Mr. YNTEMA. We found generally that our dealers are not particularly well 
informed in judgments of this kind, and that by and large our own analyses 
are more reliable than the opinion that we get from the casual observation 
of a dealer. 

Senator KEerauver. To a layman like me, it would seem that the head of the 
association of the people who sell cars would be capable of a pretty good esti- 
mate. 

Mr. YnTEMA. I do not think these things can be estimated that way, Mr. 
Chairman. I would rather take—it is somewhat uncertain and scholars will 
tell you this, who have studied the data most carefully, that the results are 
somewhat uncertain. 

Senator Krerauver. I notice in the third paragraph you refer to “scholarly 
attempts.” 

Mr. YNTEMA. That is right. 

Senator Keravuver. And Mr. Fribley’s opinion is at odds with serious scholar- 
ly attempts. 


8 Administered Prices, hearings before the Antitrust and Monopoly Subcommittee of 
the Committee on the Judiciary, U. S. Senate, 85th Cong., 2d coma, Be. 6: Automobiles, 
pp. 2354-2355. 

* Ibid., pp. 2673-2674. 
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Mr. YNTEMA. That is right. 

Senator Krerauver. So you prefer the serious scholarly attempts to measure 
the elasticity of demand? 

Mr. YNTEMA. Yes; I would in this case. 

Senator Krerauver. What serious scholarly people are you referring to? 

Mr. YNTEMA. There are four. 

Senator Krerauver. I have a memorandum prepared by the staff referring to 
some serious scholars, including G. C. Chow, Mare Nerlove, L. J. Atkinson, and 
Roos and van Szeliski. 

Mr. YntEMA. I would include with those Suits and De Janosi.” 


Mr. Yntema’s reference to “scholarly attempts” to measure the 
elasticity of demand accounts for the fact that some of these individ- 
uals were asked to testify before this subcommittee. 

Before reviewing their testimony certain conflicting statements by 
Mr. Reuther and Dr. Norris, which were conveniently overlooked in 
preparing the majority’s report, might throw some further light on 
this problem. 

In discussing whether a rebate to consumers would influence the 
market for automobiles, Mr. Reuther said: 


I think there is this that needs saying, that the impact of a rebate upon the 
attitude of consumers in the automotive industry or the appliance industry would 
be quite different from the impact of a price rebate, say, in the steel industry, 
because if you take a ton of sheet steel, say it is 28-gage, that it is cold rolled, 
with a certain kind of polish. That steel, whether it comes from Bethlehem or 
United States Steel or Republic Steel, that ton of steel is exactly the same. 

You would not know, no steelmaker would know, the difference if he just saw 
a piece of steel. He would not know which mill made it. But a Studebaker has 
certain features that one customer would like as compared to a Rambler or a 
Chevrolet or a Ford. While the rebates of the most efficient producer would be 
higher than those of the least efficient producer they would stimulate an increase 
in volume on the overall so that even the fellow with the smaller rebate would 
be sharing in a bigger market. I think that the difference in the models, a 
fellow’s wife likes a certain kind of a car because—well, she just likes it, just 
the same as she buys a new Easter bonnet. 

It is not a matter of logic many times, but she likes a certain model and she 
will buy that even though the rebate on that car may be $10 less than the rebate 
on another car. There is that consumer discretion in the automotive industry 
which would be quite different from the consumer’s discretion in the steel indus- 
try because a ton of steel of a certain type and gage is exactly the same whether 
Bethlehem makes it, or United States Steel, or Republic Steel.” 


The majority’s staff is so eager to discredit the intellectual attain- 
ments of management that it unwittingly provides additional evidence, 
not only of bias, but of incompetence. It attempts to show that auto- 
mobile manufacturers fail to make use of available advanced statis- 
tical techniques in the determination of their pricing policies. The 
majority’s report states: 


At a slightly higher conceptual level are projections based upon simple rela- 
tionships assumed to exist between automobile sales and population or income. 
For example, according to the Journal of Commerce, Mr. R. S. McNamara, group 
vice president of Ford Motor Co.— 

“* * * sees a steady rise in gross national product of about 3 percent a year, 
with auto population rising at the rate of about 1.5 million annually from the 
present level of slightly more than 50 million cars (August 12, 1957).” 

There is, in point of fact, a substantial body of thought which assumes the 
existence of a generally close relationship between changes in population and 
changes in economic activity in the economy as a whole and in its major com- 
ponents. Assumed here is a new type of Say’s law; namely, that population 


* Tbid., pp. 2674-2675. 
*6 Tbid., pp. 2235-2236. 
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(rather than production) creates its own demand. Without examining the gen- 
eral validity of this doctrine, it is clear from chart XI that in the years following 
World War II it has had little applicability to the automobile industry, even in 
terms of a long-run trend. As the top grid of the chart shows, there is little 
evidence of a long-term trend, either upward or downward, in automobile pro- 
duction since 1949. Yet, as the middle grid shows, total population between 
1949-50 and 1958 has risen from some 150 million to over 170 million (15.5 per- 
cent. * 


If the staff had taken the trouble to read Mr. McNamara’s statement 
it would have noted that he was referring to auto population and not 
to the population of people in the United States. 

Automobile Facts and Figures, published by the Automobile Manu- 
factures Association, gives total registrations in the United States by 
years. An examination of these data listed in my table IV shows that 
Mr. McNamara’s statement was conservative. 


 TaBLe 1V.—Passenger cars privately and publicly owned 


Registra- Annual 


Registra- Annual Year 
tion ! | increase 


tion 1 |  inerease 


1948 _ - 4 33, 350, SE 48, 498, 870 2, 038, 776 
1949___- ; 36 52, 135, 583 3, 636, 713 
1950- 54, 332, 295 | 

56, 101, 000 | 


ae 2, 196, 712 
1951... 1, 768, 705 


1952 





| 
| 
| 
| 
| 
1947... ‘ -| 30, 845, 38 }} 1953... 46, 460, 094 2, 642, 514 


1 Automobile Facts and Figures, Automobile Manufacturers Association, 37th ed., 1957, p. 18 
? Preliminary estimate. 


NOTE,—Average annual increase equals 2,295,968. 


Also it must be noted that the study on automobile demand prepared 
by C. F. Roos and Victor von Szeliski, which was cited in the major- 
ity’s report as the “now classic study of automobile demand,” was pre- 
pared for the General Motors Corp. in 1939. 

As has already been pointed out, Mr. Yntema’s testimony clearly 
shows that the industry makes full use of academicians in this difficult 
field. 

The need for statistical forecasting by all members of the industry 
is further demonstrated in Mr. Curtice’s testimony. Hesaid: 

We have to plan ahead—well we start planning ahead 10 to 15 years, project- 
ing what we think will be the growth and development of the country, the increase 
in population, the increased needs of the people for goods and services.” 

A brief analysis of the staff’s interpretation of the testimony by the 
marketing experts shows the futility of these proceedings. One study, 
by Prof. Gregory C. Chow, concludes that new-car s sales tend to in- 
crease 1.2 percent with a decrease of 1 percent in new-car prices. The 
second, by Prof. Daniel R. Suits, indicates that unit sales would in- 
crease 0.6 percent with a . -percent decrease in price. Both estimates 
fall between —0.6 and —1.5 percent, the values suggested by Profes- 
sor Suits and agreed to by Professor Chow as defining a range within 
which the true “percentage response of unit sales to a 1-percent price 
change would fall.” 


st P, 131. 

* Pp. 137. 

8° Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly 
of the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, p. 2563. 

 Ibid., pp. 3174, 3212. 
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This agreement by two unbiased scholars is not enough for the staff. 
It has tried to move the range higher by attempting to discredit the 
data and concepts used by Professor Suits and by overlooking the 
deficiencies of Professor Chow’s data and analysis. It has also og 
gested that the response of unit sales to a 1 percent price change could 
be higher than 2 percent despite the agreement of Professors Chow and 
Suits that a 1 percent reduction in price would not increase sales by 
2 percent.” 

In actuality, the data used by Professor Chow are subject to as many 
questions as those of Professor Suits. The assertions in the majority’s 
report concerning Professor Suits’ concepts are, at best, naive. It has 
failed to cite the superiority of Professor Suits’ method in considering 
year-to-year changes in the late 1950’s. And the majority’s report has 
completely overlooked the fact that a critical assumption made by Pro- 
fessor Chow in arriving at his estimated price elasticities (i. e., the 
percentage response of sales to a 1 percent change in price) is con- 
tradicated by his own data. 

Finally, the majority’s report has not indicated that, conceptually, 
Professor Chow’s elasticity measure is applicable only to the year in 
which the price change ismade. Thereafter, if prices are maintained at 
a new lower price, sales will fall back in succeeding years to a level 
only 0.6 percent, not 1.2 percent, higher than those present prior to a 
1 percent price reduction. To maintain sales at the higher level, a fur- 
ther stimulus in the form of another price reduction is necessary. 
Professor Suits’ elasticity measure of 0.6 percent is not limited to the 
year of the price cut. 

The majority perhaps believed its concern with the elasticity of auto- 
mobile demand could be justified by the recessionary influences in the 
American economy during the early months of this year. An 
examination of automobile sales following the introduction of 
the 1958 models shows that during the first 2 months after their intro- 
duction retail sales of domestically produced passenger cars were at an 
annual rate of approximately 5,500,000 units, not far below the level 
for the year before. 

In January of 1958 there was a sudden drop in sales to about a 4.5 
million unit annual rate. In February the market declined further 
— sales at a 4 million annual rate. No improvement was shown until 

une. 

An objective analysis of the testimony suggests that what happened 
between the fall of 1957 and early 1958 was that many prospective pur- 
chasers changed their attitudes in the direction of exercising caution in 
the commitment of cash or credit for major purchases. This, of course, 
was the time when the recession was beginning to gain momentum. 

Since the purchase of a new car may usually be postponed, the 

rowing consumer caution was promptly reflected in a lower demand 
or new cars. In other words, consumers elected to retain their sav- 
ings rather than make commitments during a transitional period. 

The staff has failed to establish that there was any lack of compe- 
tition among the members of the industry or that the decline of auto- 
mobile sales could have been arrested by a different pricing policy by 
any member of the industry. Pertinent testimony was ignored and 


" Ibid., p. 3212. 
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theories and assumptions were substituted in its place. The con- 
clusions in the majority’s report completely ignore the realities of 


business life. 
POINT 4 


The position in the majority’s report that the efficiency of 
low-cost producers is reflected in higher profits rather than 
lower prices is erroneous and unfounded. 


The majority’s report implies that prices in the automobile industry 
are determined by the General Motors Corp., and that the efficiency of 
this producer is not reflected in lower prices to consumers but results 
in too high a rate of return for investors. 

The majority’s report states : 


Because of its increasingly dominant position, the level of automobile prices 
has come to be largely determined by the pricing methods and policies of General 
Motors. In setting its prices, General Motors seeks to attain a target goal of 20- 
percent rate of return on net worth after taxes at a predetermined level of pro- 
duction, or standard volume. The amount of profit per car needed to yield the 
desired rate of return at the standard volume is incorporated as a cost in arriv- 
ing at the price level. When actual production exceeds standard volume, as has 
been true during most of the postwar period, the actual rate of return exceeds 
the target. As compared to its target of 20 percent, General Motors’ actual rate 
of return after taxes on net worth during the period 1948-57 averaged 25 
percent.” 


The majority’s views on administered prices in the steel industry 
included a similar development. The majority’s staff finds it diffi- 
cult to understand why, with different costs, prices should not vary 
widely and why the low-cost producer should not offer his product at 
a much lower price than his competitor. Again, enlightenment can 
be found by studying Mr. Yntema’s testimony. The following collo- 
quy is noted : 


Senator Keravuver. The prices are substantially alike, but the record before 
us shows that the costs are quite different, that your costs are different from 
General Motors and General Motors’ costs are different from Chrysler’s. 

Mr. YNTEMA. May I speak to that as an economist. That is the essence of 
competition, that is costs do not determine the price automatically. 

The fact that the prices are alike is evidence of competition, that they do not 
stay in the same relationship to costs. 

I mean if all of us could just take our costs and add X percent and say that is 
the price, that would be certainly a noncompetitive situation. The fact that the 
prices are close together for somewhat similar product when the costs are not 
the same is if anything the very best evidence of competition you could have. 

I mean I would agree with your facts but draw a completely different 
conclusion. 

Senator Keravver. You mean that you think when prices are pretty much the 
same, that is evidence of competition? 

Mr. YNTEMA. I would say that when prices are pretty much the same for the 
same kind of product, that is a necessary condition to competition. I do not say 
it proves competition but I say that is a necessary condition of competition, that 
the prices have to be pretty much the same. 

I do not say it proves it but it would be inconceivable that you would have 
much competition and have prices very much different for the same kind of 
product * * *, 

Senator Keravuver. There is one difference. General Motors averaged in the 
last 10 years 24.5 percent profit after taxes. Your average seems to be only 15.5. 

Mr. YNTEMA. That is correct, sir. That is why I say we are in this to do 
better, and the fact that the profits are different is some evidence of competition. 


* Pp, 2. 
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If the profits are all the same, I would certainly be suspicious. I mean if we 
all could charge different prices for the same product and get away with it, it 
would be an amazing world where there really was not any competition.” 

The majority’s report implies that under all circumstances increases 
in efficiency which result from competition should produce constantly 
decreasing prices. This should be the result if all other conditions 
remain static including, of course, labor and other costs. The repre- 
sentatives of each of the automobile producers testified with respect 
to the great increase in labor costs which have taken place during the 
postwar period. 

When all costs are rising including labor, materials, and general 
overhead, a competitive sy stem necessitates increased efficiencies of 
operation. These result in prices which are lower than those which 
otherwise would have prevailed. It is clear that present automobile 
prices reflect the effect of competition and the improvement in efficiency 
which has resulted therefrom. 

All industry witnesses stated that their cost increases greatly ex- 
ceeded their price increases. This difference, plus some decrease in 
profits expressed as a percent of sales must have been absorbed from 
an increase in efficiency. 

Mr. Yntema’s testimony clearly shows that uniform prices with 
widely varying rates of return indicate intense competition and show 
that profits are derived from improvements in efficiency to offset costs. 

The role of profits in a free enterprise economy must be understood 
if we are to preserve the system which has made vast consumer benefits 
possible. Any attempt to impose a uniform rate of return on Ameri- 
can industry with widely raz.ging prices for similar products such as 
is implied in the majority’s report would completely destroy the com- 
petitive economy which the antitrust laws are designed to further. 


POINT 5 


The position in the majority’s report that expenditures on 
advertising are too high is erroneous and unfounded. 


Although the subcommittee has no special qualifications to deal with 
the subject of advertising and its effectiveness in expanding either 
the total sale of automobiles or in benefiting particular manufacturers, 
the majority’s report condemns the industry’s expenditures on adver- 
tising. It further attempts to imply that the use of advertising, in 
itself, contributes to monopoly and concentration. 

While the effectiveness of advertising is not a proper subject for 
consideration by this subcommittee, it is necessary to review some of 
the obvious inc onsistencies which are found in the majorit> ’s report. 

A basic aversion toward advertising seems to stem from the writings 
of Dr. John M. Blair, the chief economist of the subcommittee, which 
was developed in his book Seeds of Destruction. The thesis pro- 
pounded in the majority’s report was fully developed in his text. 
Although 20 years have now elapsed since the publication of Seeds 
of Destruction, Dr. Blair’s comments with respect to advertising as of 
that time are of interest in considering the majority’s report. Hesaid: 


While it is certainly true, as the foregoing figures would indicate, that adver- 
tising has occupied a very important and quantitatively large position in our 


% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Committee on the Judiciary, U. 8S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, 
pp. 2685-2686. 
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national economy, yet it is equally true that, because advertising on the grand 
scale is relatively new and because of our “law’’—the more advertising is used 
the more is required, and vice versa—the real growth of advertising is just 
beginning. In the next few decades it will probably reach heights which, at 
the moment, we may think of as utterly fantastic.” 

Interindustry competition often sends advertising bills skyrocketing. Produc- 
ers of substitute commodities frequently spend more on advertising their products 
than do the established firms in the field. Thus, we find that manufacturers of 
products competing with wood have spent as much as $22 million in 1 year on 
promotion campaigns against lumber. To meet this competition, the lumber 
industry has retaliated with a campaign of its own. Against the competition of 
rayon, the older textiles spent enormous sums on advertising, one firm alone ap- 
propriating $750,000 yearly. The National Retail Shoe Dealers Association, 
fighting to keep its share of the consumer’s dollar going into apparel, in 1927 
appropriated $4 million for an advertising campaign, the purpose of which ‘was to 
sell more shoes on the basis of style and color appeal. 

Most of these sums, while large enough, are relatively insignificant when com- 
pared to the amounts expended on advertising by such firms as General Motors. 
In 1928, this giant of the automobile industry spent approximately $20 million on 
general advertising. During this same year, the American Tobacco Co. appro- 
priated some $12 million. Henry Ford once spent over $1,140,000 in 5 days 
introducing his new model car through the medium of some 2,000 daily news- 
papers. The annual advertising bill of Warner Bros. motion-picture company is 
around $3,400,000 while the Wrigley chewing-gum company pays over $100,000 a 
year for just the electricity used in 1 of its gigantic outdoor signs in New York 
City. 

The statements in the majority’s report relating to advertising could 
have been taken from Dr. Blair’s book by merely correcting the ‘figures 
to account for the growth in the economy and the decline in the value 
of the dollar. Cer tainly, the extensive record of this subcommittee did 
not contribute to the preparation of the majority’s views 

Dr. Blair even went so far as to say that adv erlising 1 was one of the 
inexorable factors that would lead to the collapse of the capitalist 


system which he predicted in Seeds of Destruction. He said: 


* * * it must constantly be borne in mind that, because of our “law”—saying, 
in effect, that, as more and more advertising is applied, resistance becomes 
greater, which necessitates more and more advertising—it is almost inevitable 
that these conditions preventing capitalism from following the four axioms will 
be continually aggravated in the future. As advertising appropriations become 
larger, it becomes more likely that producers will decrease labor costs in order 
even to maintain their retail selling prices, to say nothing of lowering them; 
it will result in more and more commodities becoming inflexible-price products 
because of quality appeal, and it will become more possible for a few large pro- 
ducers to monopolize industries and fix prices as the smaller producers are 
forced out of business because they cannot meet the great advertising expenses 
necessitated in the field; it will result in a situation where a relatively small 
number of persons, connected with advertising, receive a greater share of our 
national income, and it will become more desirable for producers to fix prices and 
restrict production in order to make profits with, of course, the consequent 
demand for capital goods gradually becoming smaller.” 


The axioms referred to above suggest that capitalism contains within 
itself the seeds to its own destruction. In the introduction to his book, 
Dr. Blair said: 


In the process of studying these moving forces, it was found that there are 
four basic functional weaknesses within the capitalist system. As the study 
progressed, it became more and more obvious that these four fundamental weak- 
nesses possess something of the nature of axioms, of self-evident truths. * * * 


*% John M. Blair, Seeds of Destruction, Covici Friede, New York, 1938, p. 227. 
8 John M. Blair, op. cit., pp. 227-228. 
John M. Blair, op. cit., pp. 233-34. 
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To say that any 1 of these 4 ways of functioning is both a weakness within 
the system and an axiom which the system must follow might well appear to 
spring from a confusion of terms. These ways of functioning, however, are 
axioms, for, as stated, if capitalism does not follow them, an inadequate amount 
of purchasing power will be distributed. Yet they also are weaknesses, for, as 
the figures reveal, capitalism has been violating them to a greater or lesser 
extent, and, to the degree that it does violate them, they constitute weaknesses 
of a very important, specific and fundamental character. 

These axioms are: First, that capitalism must not cast out of employment a 
progressively increasing number of workers nor lower the relative wages of those 
employed; second, that capitalism must not progressively raise prices without 
correspondingly raising wages; third, that capitalism must not distribute a large 
portion of its income to the upper income groups; and, fourth, that capitalism 
must be ever expanding. * * *” 

Mr. Norbert A. McKenna, in a recent article discussing price 
fluctuations, stated : 

* * * Lenin, with no originality whatever, stated it as an abiding tenet that, 
because of this cyclical characteristic, capitalism had within its own structure 
the seeds of its own destruction.” 

America’s progress since 1938 clearly shows that capitalism has met 
the axioms listed by Dr. Blair, even though a portion of our income 
is spent for advertising, which, incidentally, supports America’s press 
and communications mediums. 

In 1938, unemployment represented 19 percent of the civilian labor 
force. In 1957, it constituted only 4 percent. 

America’s standard of living continues to rise. Yet we have pro- 
vided unparalleled economic assistance to other nations, and we main- 
tain a Defense Establishment to insure world peace and tranquility. 

With this background it is apparent how the subcommittee became 
involved in the question of the efficacy of advertising. The majority’s 
report is particularly critical of the use of television. It states: 

* * * The most spectacular cause of the increase in advertising expenditures 
has been the appearance of a new and extremely costly advertising medium: 
Television. Some idea of the staggering magnitude of the cost of television can 
be gained from the fact that, in 1957, the reported expenditures for time on 
network television alone (exclusive of spot TV) were $13 million each for General 
Motors and Ford, and $20 million for Chrysler. In announcing the 1957 models, 
Ford was reported to have budgeted $18 million for the first 3 months of the 
model year, which covered the cost of the announcement of the new models 
through the newspapers, radio stations, magazines, and all TV stations. * * * 
Although it is true that the increase in the number of stations extended the 
coverage, the hard fact remains that the cost of securing 1 evening hour of 
television time on 2 of the major networks (exclusive of the cost of talent and 
staging, etc.) nearly tripled between 1952 and 1958, rising from $57,775 to 
$166,750.” 

The use of television in political campaigns also increased sharply 
in 1956 as compared with the 1952 campaign. The majority’s report 
completely ignores the fact that television provides an advantage not 
available in any other medium; namely, the ability to give live demon- 
strations of products. In any apprasal of expenditures for television, 
it is essential to remember that, in the United States in 1950, there were 
about 4,200,000 homes with television sets, while this number has in- 
creased to about 42,500,000 by 1958. Although the total dollar cost to 
reach this enlarged audience increased materially, the cost per home 
has declined. 





% John M. Blair, op. cit., pp. xvii—xviii. 
8 Norbert A. McKenna, Our Free Economy—Reexamined, Journal of International Affairs, 
vol. on 2, 1958. 
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Advertising, like every other business, is a competitive venture. 

Media compete with each other in terms of their effectiveness in 
securing results. This subcommittee is in no position to substitute its 
judgment for that of management as to the effectiveness of any 
medium. 

Apparently, the staff would accept the use of advertising if it were 
merely to expand the total market for automobiles. The majority’s 
report states : 

Among manufacturing industries, the automobile industry is one of the earliest 
and, certainly today, the largest single employer of the arts of advertising. In 
its early days, advertising undoubtedly performed for this industry its socially 
desirable function of expanding the market. Through advertising, buyers were 
made aware of the existence and the usefulness of this new form of transporta- 
tion. As the quality of the car was improved and the services which it could 
perform were enlarged, advertising became the principal means of communicat- 
ing knowledge of these improvements to the mass market. 

But, after the automobile had become an established, accepted, and well-known 
reality, it is doubtful if advertising contributed significantly to the further expan- 
sion of the market. * * ** 

Since the purpose of this subcommittee is to foster competition, the 
use of advertising to enhance the position of any particular producer 
can hardly be condemned. The Subcommittee on Antitrust and Mo- 
nopoly is not charged with the question of determining the social utility 
of competitive advertising expenditures. 

However, over and beyond these general criticisms, the following 
specific observations with respect to statements concerning advertising 
in the majority’s report are in order. 

There are four major characteristics which are unique to the auto- 
mobile among the many products competing for the dollars of the 
American consumer : 

(1) Its main purpose is for transportation. In many cities, and 
suburban and rural areas, the privately owned automobile is the only 

ractical means of transportation. It can no longer be considered a 
Detiry but is a necessary part of modern American home and business 
life. 

(2) It represents a large investment to the consumer—usually sec- 
ond only in size to the purchase of a home—and, like a home, it has a 
resale value which, generally, is taken into account before the pur- 
chase is made. 

(3) It is one of the few major “hard goods” products which, be- 
cause of its durability and long life, is sold to second, third, and some- 
times even fourth owners. This is illustrated by the ratio of used-car 
to new-car sales. In recent years, this ratio has been running at the 
rate of just under two used cars sold to each new car sold. 

(4) It is a purchase that may be postponed readily because of its 
durability and long life. 

The majority’s ri ae concedes that advertising may once have 
played a valuable role in securing acceptance for the automobile as 
a useful product. However, the very fact that the automobile is so 
commonly accepted makes it important for automobile manufacturers 
to advertise if their product is to maintain its position in the intense 
competition for consumer expenditures. f Te, 

Advertising is the best and most rapid means of communicating to 
the public the changes made in each year’s model. Engineering 


1P, 94, 
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changes, design changes, and convenience features, such as power 
steering and power brakes, can best be brought to the public’s atten- 
tion through advertising. Advertising plays an important role in 
building the acceptance of a product by the public. This acceptance 
is vital to the automotive industry where the product usually will 
have several owners during its usable life. It is of major importance 
to the manufacturer’s future welfare to produce each year a model 
whose styling, quality, and durability will appeal to the used-car 
buyer 2 or 3, or even 5, years after its introduction. Advertising aids 
in building this acceptance. 

It has been suggested by motivational research experts that part of 
the decline in automotive sales in 1958 may be attributable to a con- 
sumer preference for items such as swimming pools, boats, hi-fi sets, 
or foreign travel. If the motivational research experts are correct, 
the automotive industry will have to meet the marketing problem of 
reestablishing the position of its product in the public mind. Adver- 
tising will bean important part of this effort. 

The testimony of responsible industry officials clearly shows that in 
today’s market the problem is one of marketing rather than of produc- 
tion. The immediate postwar needs of the consumer for transporta- 
tion have been satisfied. 

In the search for sales today, the automotive industry must compete 
with many other industries for the consumer’s dollar, and advertising 
plays a leading role in this competition. 

The approach of the majority’s report to both advertising and styling 
suggests that it advocates that any embellishments which add to con- 
sumer satisfaction but which may minimize the role of pure price com- 
petition are unwarranted. I cannot accept this philosophy. 

Visitors to this country are impressed by the richness of American 
life. As consumers we are presented with almost an infinite variety 
of choices in how best to maximize our satisfactions. We express our 
individual taste and personality in our selection of clothes, the arrange- 
ment of our homes, and the types and style of cars we buy. Even the 
foods we eat and the way they are prepared cater to our individual 
tastes. 

Style and advertising certainly are a dominant factor in the sale 
of women’s clothing. Radical new fashions were introduced in recent 
months. They originated with designers abroad, who set the patterns 
for others to follow. They are not industrial giants or monopolists 
but rather leaders in talent and originality which stimulates emulation. 

More recently the sale of hula hoops has become an important na- 
tional activity. Again they were not promoted by industrial giants. 

If we are content merely to exist on a subsistence basis, we may dis- 
pense with the flowers on our tables, the jewelry we wear, the papers 
and ornaments in our homes, and all the other amenities which we 
treasure. Some years ago, the Chinese Communists promoted a simple 
uniform to be worn by all their people. Perhaps this is what the 
majority’s staff is advocating. However, I am confident that no Amer- 
ican citizen confronted with the alternative of present-day American 
living or pure price competition with a ban on style changes and adver- 
tising would accept such an economy with the regimentation and plan- 
ning which are implicit in the majority’s report. 





ADMINISTERED PRICES—-AUTOMOBILES 


POINT 6 


The position in the majority’s report that the guide to 
used-car prices, published by the National Automobile 
Dealers Association, gives the General Motors Corp. an un- 
fair advantage by suggesting higher trade-in values for its 
products is erroneous and unfounded. 


The majority’s rar is not content to deal with proven, facts, but 
it is so eager to find fault that it attempts to develop possibilities of 
unfair enhancement. It states: 


* * * Partly because of the manner in which used-car prices are determined, 
the prices of General Motors used cars appear to be relatively high—a fact 
which aids dealers in selling new GM cars; this may be due in part to the 
manner in which used-car values are arrived at. * * *? 

A further possible source of General Motors’ dominance may stem from the 
manner in which values for used cars are determined. Inasmuch as 60 to 70 
percent of all new-car purchases involve a trade-in, the value given to th etrade-in 
is, along with the price of the new car itself, the principal determinant of the 
net amount owed by the buyer.* * *° 


While the staff attempts to develop probabilities unsupported in the 
record, the majority’s report reveals that it is well aware of the fact 
that there are certain well-known reasons why General Motors cars 
have high trade-in values. It states: 


What are the causes of these higher trade-in values for GM cars? Certain 
factors are self-evident and need only be mentioned in passing. General Motors 
cars have a good reputation for quality; they are a salable product. If new- 
car purchases are any indicator, there is as great a demand for used GM cars 
as for all other makes put together. Moreover, both buyers and sellers have 
every reason to believe that these conditions will continue indefinitely into the 
future.‘ 


The staff would rather speculate concerning a possible misuse of 
statistics than accept what it concedes to be self-evident factors. The 
majority’s report states : 


In a sense it is ironic that the problem to which this discussion has been 
addressed has arisen from the use by the National Automobile Dealers Association 
(and similar organizations) of proper statistical procedures. For most pur- 
poses the computation of average prices weighted in effect by the volume of 
sales is the correct procedure. But it may not be the correct procedure for the 
purpose of determining average values for used cars, given the circumstances 
of (1) consistently higher prices received for a given make by dealers handling 
that make, (2) a highly uneven distribution of sales of a given make by type of 
dealer, and (3) the apparent practice of dealers of major producers in selling— 
for whatever reason—independent makes at relatively low prices.® 


While admitting that the National Automobile Dealers Association 
uses a proper statistical procedure, it suggests that perhaps some other 
procedure might help the staff make its case. 

Used cars are sold by one individual to another and by dealers who 
handle only used cars as well as by new-car dealers. An inspection 
of the classified columns of any newspaper shows that the so-called 
guide figures do not differ materially from the prices quoted by private 
owners or independent used-car dealers. 


1 
45. 
47. 
5 
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Mr. Curtice described the used-car market in his testimony as 
follows: 


The used car also is a most important factor to be considered. Used cars 
constitute about two-thirds of all cars sold in any given year. In other words, 
two used cars are sold for every new car. Used cars are sold in wholesale 
auction markets and in thousands of retail establishments under highly com- 
petitive conditions. They compete with new cars, and this is particularly true 
of higher priced used cars.*° 


The used-car market closely approximates the type of free market 
which the majority’s report advocates as a model for the pricing of 
new automobiles, steel, and other commodities, which it alleges have 
administered prices. The staff is so intent on proving its point that 
it has attempted to find administered prices in an area where it is 
inconceivable that they could exist. 

Its endeavors to develop a theory that a bias in used-car prices as 
listed in the National Automobile Dealers Association’s guide influ- 
ences new car sales are improper and reflect on its professional in- 
tegrity. Without producing any evidence the majority’s report pre- 
sents a long and involved academic theory as a source of possible 
General Motors’ dominance. Such a procedure completely discredits 
the objectivity and reliability of the majority’s staff. 


POINT 7 


The position in the majority’s report that the so-called 
pricing formula of the General Motors Corp. insures an 
automatic profit is erroneous and unfounded. 


Throughout the majority’s report there are frequent references to 
a formula by which the General Motors Corp. supposedly establishes 
its prices so as to guarantee its profits. The majority’s report states: 


The method employed by General Motors for setting its automobile prices 
is basically that of a public utility. Unit costs are projected on the basis of 
forecast volume by an elaborate statistical procedure; these become the instru- 
ment for the fixing of prices. But a distinction should be noted. The public 
utility is a regulated monopoly; its cost formulations and pricing practices 
are subject to governmental supervision for the protection of the public. Gen- 
eral Motors possesses much of the economic power of a public utiilty, but it is 
free from governmental oversight. The utility is limited in its pricing policy 
to the recovery of its costs and a fair return on its capital. General Motors 
is free to secure the maximum attainable return. 

“An acceptable theory of pricing must be to gain over a protracted period 
of time a margin of profit which represents the highest attainable return 
commensurate with capital turnover and the enjoyment of wholesome expan- 
sion, with adequate regard to the economic consequences of fluctuating volume. 
Thus the profit margin, translated into its salient characteristic rate of return 
on capital employed, is the logical yardstick by which to gage the price of a 
commodity with regard to collateral circumstances affecting supply and de- 
mand.” 


“1 Donaldson Brown, Pricing Policy in Relation to Financial Control, Management and 
Administration, vol. 7, No. 2, February 1924, p. 197.” 

The statement above was made in 1924 by Mr. Donaldson Brown, General 
Motors’ vice president in charge of finance. It is the basic concept which un- 
derlies the entire system of price formulation developed by Mr. Brown and Mr. 
Albert Bradley in the early 1920’s. More than three decades of highly success- 
ful operation in terms of this concept have served to convince General Motors’ 


* Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, p. 2474. 
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management of its validity. As Mr. Bradley informed the subcommittee in 1955, 
“The principles we established at that time still govern.” * 


Any firm whose fixed overhead costs must be apportioned over a 
large number of units must have a cost formula of some kind. 

The complete details of the General Motors’ pricing policy have 
been a matter of public knowledge for 34 years and have been avail- 
able to anyone in the industry. To say the least, it is rather naive 
that the majority’s report should state that 


* * * the efficacy of the standard volume approach to pricing may be seen in the 
company’s ability to avoid any losses such as those which have plagued every 
other firm in the industry from time to time. * * **° 


The majority’s report makes the completely unwarranted conclusion 
that because the General Motors Corp. has a formula by which they 
estimate costs, it guarantees that the expected volume and efficiencies 
on which the formula is predicated will be achieved automatically. 
The principal factor in the application of the formula involves the 
concept of standard volume. The majority’s report states: 


It should be noted that Donaldson Brown’s “highest attainable rate of return” 
on capital is a long-run objective of General Motors. The company does not 
necessarily try to maximize its return in any given year, but rather over a 
period of years which may be characterized by wide fluctuations in output. It 
is in this context that the concept “standard volume,” developed by Messrs. 
Brown and Bradley becomes important. 

Mr. Curtice has said: 

“Standard volume’ may be defined as the estimated rate of operations which 
represents the normal or average and annual utilization of a capacity that must 
be large enough to meet the cyclical and seasonal peaks which are characteristic 
of the automobile industry.” 

The standard volume suggested by Donaldson Brown some 35 years ago, and 
that used today by General Motors, is 80 percent of rated plant capacity. Mr. 
Bradley provided an explicit formulation of the concept in the 1955 hearings: 

“We endeavor in planning for capacity to—we take the number of days there 
ure in the year, and then take out the Sundays and holidays, and then we take 
out the minimum number of days * * * to turn around—I mean to bring out 
new models. 

“From that, we find there are 225, taking out all the Sundays, holidays, and 
Saturdays, and 15 full days, or 30 half days, for turning around, giving 225 days 
which we would like to run the plants year in and year out. 

“But we don’t use 225; we use 80 percent of that as a standard volume, be- 
cause ours is a business that you might call cyclical. * * * So, to allow for that 
cyclical factor and other conditions beyond our control, we take 80 percent of that 
225 days. * * * So that gives us 180 days. And that, multiplied by our daily 
capacity, gives us a standard volume, which we work up by divisions, and which 
we hope to average.” 

Standard volume is important, as Mr. Bradley indicated, in long-range planning 
of the physical capacity required to meet future anticipated demand for the 
company’s many products. It is important in long-range financial planning 
since capital investment decisions are made primarily upon the basis of the 
expected return at standard volume. Finally, standard volume plays a key role 
in General Motors’ basic pricing policy.’ 

The mere fact that a standard volume objective is set forth in a 
formula is a far cry from achieving these sales in a competitive mar- 
ket. In describing how prices are established by the General ‘Motors 
Corp., Mr. Curtice testified as follows: 

Pricing is like a tripod. It has three legs. In addition to cost, there are the 
two other legs of market demand and competition. It is no more possible 


TP, 104, 
eP, 111. 
®P. 106, 
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to say that one or another of these factors determines price than it is to 
assert that 1 leg rather than either of the other 2 supports a tripod. 

The first leg that any manufacturer must consider is the market in which he 
sells. * * * 

The second leg of our tripod is the intense competition among new cars for 
a share of the market. First of all, the manufacturer must price his models 
from the lowest priced to the most expensive in such a way that the value of 
each model in relation to the others in his own line will be properly re- 
flected. * * * 

As for the last leg of our tripod—cost of production—the individual manu- 
facturer can remain in business only if he is able to keep his unit costs below 
the price that he can get for his automobile in a highly competitive market. 

A price that may seem desirable from the cost point of view is not necessarily 
the price that customers will pay or the price that will prove to be competitive 
with values offered by other manufacturers. Whatever may be considered 
theoretically wise must adjust itself to this hard fact, and we can only hope 
that the price that is finally arrived at will prove profitable as well as com- 
petitive.” 

Mr. Curtice endeavored to explain how the concept of standard 
volume is actually applied as a benchmark. He stated: 


The higher the volume, the lower the percentage of fixed costs that must be 
borne by each unit. The lower the volume the higher the percentage that each 
unit must bear. Volume of sales for any given year, however, cannot be esti- 
mated with any degree of certainty at the time prices are announced. 

Volume depends not only upon acceptance of the product but upon general 
economic conditions. 

This obviously poses a problem. It is impossible for an automobile manu- 
facturer to forecast his unit costs accurately in relation to the price he has 
announced. Nor can he keep adjusting his price to costs as they may vary. 
This would lead to market chaos. 

Our approach to this cost problem has been the use of the concept of standard 
volume. 

“Standard volume” may be defined as the estimated rate of operations which 
represents the normal or average and annual utilization of a capacity that must 
be large enough to meet the cyclical and seasonal peaks which are characteristic 
of the automobile industry. 

In General Motors this average annual utilization is estimated at 80 percent 
of capacity, and over a period of many years this has proved to be close to the 
actual average utilization. * * * 

Fixed unit costs so measured are not affected by short-term fluctuations in 
volume. Changes in unit costs will refiect only changes in wage rates, material 
costs, and operating efficiencies, and will not be affected by year-to-year changes 
in volume. 

This method of estimating unit costs on the basis of standard volume gives 
us a benchmark against which to evaluate our cost-price relationship. 

We feel that this approach to costs is vital as a means of management control. 
It provides those of us who have the responsibility for the management of the 
business with a consistent set of cost data—measures by which we can gage the 
efficiency of our performance from month to month and from one year to the 
next. 

It is obvious that if our benchmark shows that costs are high in relation to 
price, efficiency has been reduced—unless, of course, cost increases represent a 
general rise in what the industry pays for labor and materials. In the first case, 
steps must be taken to reduce costs. In the latter case competitive forces will 
cause prices to rise. Even in this case, the individual manufacturer is under 
pressure to reduce his costs. 

I believe it is also obvious from the foregoing that profit is a residual. It 
represents the difference between a competitive price and total costs, and it is 
substantially affected by volume. We can estimate very closely what our profit 
per unit should be at standard volume, but this is a far cry from knowing what 
our actual profit will be. Because of the many factors I mentioned in my 
statement, and in this supplemental memorandum, profit is a variable in our 
business—and, I might add, a highly volatile variable. 


1 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
ne Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, pp. 2474- 
5. 
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With prices established by the market each automobile manufacturer directs 
his utmost effort to trying to reduce his costs because of the risks involved, few 
succeed.” 

There are significant factors in this quotation which require em- 
phasis: (1) Profit is a residual; (2) estimating costs at standard 
volume is a far cry from assuring that actual profits will be made. 

At best, the formula merely provides the first factor in determining 
the price. Mr. Curtice showed that after an estimate of costs had 
been developed, the price actually adopted must be competitive. It is 
apparent that the staff in preparing the majority’s report failed to 
consider Mr. Curtice’s statement respecting this point. He said: 

Changes in prices in the automobile industry, as we have shown, are the result 
of three powerful forces—the nature of the automobile market, competition, 
and cost of production. 

Prices of any one manufacturer must be competitive with values offered 
by other automobile manufacturers and with the values of other products com- 
peting for the customer’s dollar. I would like to add that just as the operation 
of these factors closely limits the actions of each producer, so, too, does it make 
impossible pricing by any arbitrary formula.” 

An objective examination of the hearings provides no evidence to 
indicate that any producer in the automobile industry is not subject to 
the rigorous discipline of competitive markets in which automobiles are 
sold. 

The majority’s report acknowledges, as do its leading competitors, 
that the General Motors Corp. is a highly efficient producer. A study 
of the testimony shows that this efficiency results in large measure from 
the fact that it has given its customers the products they wanted at 
competitive prices. 

While the majority’s report deals with the pricing practices of the 
automotive industry and the General Motors Corp. at great length, it 
fails to refer to the fact that all automobile manufacturers refrained 
from selling their products at their free market prices during the 
several postw ar years when there was a seller’s mache because of the 
shortage of automobiles. If prices had been established without 
regard to a standard volume formula, they would have been far 
higher during that period. 

The majority’s s staff suggests a form of price competition in which 
prices should be lowered to stimulate demand. If such a course were 
followed, logically they should be raised to what the market would 
bear when the demand was high. If automobile manufacturers 
adopted such a policy, it would le: ad to great instability for the entire 
American economy. If prices were not based upon ‘the concept of 
standard volume, perhaps it would be necessary to raise them to secure 
needed revenues when demand fell off. This procedure also would be 
unacceptable. 

Testimony of responsible General Motors’ officials shows that in 
pricing its 1958 model cars, the General Motors Corp. absorbed a 
substantial portion of the increased cost, a point on which the ma- 
jority’s report is silent. In taking such action the General Motors 
Corp. was responding to the discipline of competition in the market 
place. 


9 


11 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, pp. 2519— 
2520. 

2 Tbid., p. 2488. 
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The pricing policies of every industry have been complicated by 
the fact that in recent years with rising price levels, depreciation 
charges do not provide sufficient funds to replace wornout facilities. 
Management has both a responsibility and obligation to the country 
to conduct long-range planning. Only in this manner can it provide 
the additional jobs for our growing population, meet the Nation’s 
increasingly complex defense requirements, and assure a continued 
rise in our standard of living. The magnitude of the problem con- 
fronting American industry is shown by the following colloquy : 


Senator DIRKSEN * * * 

Do you anticipate there will be a General Motors 25 years from now? 

Mr. Curtice. I certainly anticipate that there will be a General Motors 25 
years from now, and 50 years from now. 

Senator Dirksen. That is the basis for the question I want to ask: How 
far and how long do you have to plan ahead to see down the road? I would 
say that the purpose of the question is simply this: When we talk about the 
profits of a company, you have to think of the financial needs of the company, 
either in terms of profit or the money it must borrow in the market place in 
making provision for raw materials, and other things as it looks down the road. 

Now, if you anticipate there will be a General Motors 25 years from now, 
and 50 years from now, you must do a certain amount of planning, I assume, 
many years ahead, and doubtless that would involve some funds. 

How long do you have to plan ahead? 

Mr. Curtice. We have to plan ahead—well, we start planning ahead 10 to 15 
years, projecting what we think will be the growth and development of the 
country, the increase in population, the increased needs of the people for goods 
and services. 

Specifically, in the area of financial requirements in order to do what we have 
done since the war period, indeed, as I stated yesterday, we have invested in new 
plants and new facilities, modernization, a total of $4 billion. 

We have to make plans several years ahead in order that we can carry out 
those plans on a sound basis, and have the necessary funds with which to carry 
them out. 

Senator DirKseENn. In that connection, an interesting question came up in the 
steel hearings. They had made allowances for depreciation some years back, 
and then there was an appreciation or a rise in the cost of material and labor, and 
they discovered that the amount of depreciation money in the “kitty” for a 
given part of their program or given instrumentality was far short of what 
was required. 

I think the illustration they used was a rolling mill, where under the tax laws 
they charged it off, probably had $15 million with which to replace it, only to 
discover that a comparable replacement would cost them about $50 million or 
$60 million. 

Have you had an identical experience that has had some impact upon the dis- 
tribution of your profits? 

Mr. Curtice. Yes; we have. 

The cost of the machine tool, which is a permanent tool, a permanent machine 
which is depreciated on an annual basis over a period of time, has changed mate- 
rially, and I think the index for all is—of course, varies greatly, but it is at least 
214 times the one, and going back 10 or 15 years, it is considerably more than 
that. 

So that the depreciation on money which is set aside is far short of that which 
is necessary when you make the replacement of the worn-out machine or replace 
it with one that is more modern.” 


The need for continued investment made possible by the prospect of 
profits is shown in the following statement by Mr. Donner: 


Mr. Donner. For the 11 years, 1946 through 1956, that is, the postwar period, 
our capital expenditures for plant, facilities, machine tools, and so on, were 
$4,282 million. The depreciation we provided over that period was $1,776 million 
for about 40 percent of the total. 


13 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
oe Judiciary Committee, U. 8S. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, pp. 2563- 
564. 
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The excess of expenditures over depreciation that we had to find in the way of 
new funds was $2,402 million or nearly 60 percent of the total.” 
The pricing practices of the automotive industry reflect keen ae 
tition, and they have been in the public interest. I have been una 
to find any evidence to the contrary from my examination of these ex- 
haustive hearings. 
POINT 8 


The position in the majority’s report that defense business 
has given the General Motors Corp. an unwarranted competi- 
tive advantage is erroneous and unfounded. 


In a time of peril, America’s large corporations have been a na- 
tional asset of incalculable value. They have contributed research 
facilities and the productive know-how which have provided the mar- 
gin of victory. It must be evident to everyone that our forces were 
better armed and better equipped because of the contributions of 
American industry, science, and technology in recent wars. The ma- 
jority’s report in its attempt to disparage the General Motors Corp. 
states : 

* * * General Motors derives its strength from a number of other and less 
well-recognized sources * * *. The defense contracts which it has received have, 
by their very nature, been an important source of strength * * *.* 

Another source of General Motors’ strength has been its receipt of defense con- 
tracts, both for production and for research and development. During World 
War II and during most of the subsequent period it has maintained its position 
as the Nation’s No. 1 recipient of prime contract awards. This it has been able 
to do despite the great shift that has taken place in the nature of war materiel, 
involving a great deemphasis of those types of materiel, such as tanks, with which 
General Motors has been traditionally associated. Its position as No. 1 con- 
tractor has been a source of power to General Motors because of the advantages 
which such contracts give to the recipient.” 

It would be difficult to attribute General Motors’ success in attaining 
47.5 percent of new passenger-car registration in 1940” before our 
World War IT defense effort was started to the receipt of defense con- 
tracts. The discussion of this subject in the majority’s report is noth- 
ing more than a reiteration of the theories propounded in the study 
entitled “Economic Concentration and World War II” which was 
published as Senate Document No. 206, 79th Congress. Attention has 
already been directed to the fact that the author of this document 
was Dr. Blair. Yet, it is quoted as an unbiased authoritative source 
without revealing its authorship. It states: 

“Companies obtaining prime contracts secured thereby the instruments of eco- 
nomic power * * *”*® 

An examination of Dr. Blair’s earlier report fails to show that he 
had any appreciation of the fact that the Defense Department received 
the benefit of organized engineering research and production know- 
how which had been accumulated through the sale of consumer goods 
in competitive markets. This document does not recognize the 
urgency of war production. 


4 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. 8. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, p. 2564. 
ata ® 


> P. 

1 Administered Prices, hearings before the Subcommittee on — and Monopoly of 
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It would be expected that the General Motors Corp. should be the 
largest military prime contractor during a period when materials, 
facilities, and manpower were all under Government regulation and 
diverted to the needs of defense. Any other course would have been 
disastrous in terms of the military effort and would have involved 
great personal hardships for its employees. 

Publicly available data clearly show that General Motors’ profits 
from Government contracts were far lower than from the sale of com- 
mercial products. The 1945 annual report of the General Motors 
Corp. sets forth the profit policy which governed its operations during 


World War Il. It states: 


While the annual sales volume during the war period exceeded any achieved 
in the past, other factors in the business underwent changes which in normal 
periods would be considered at variance with established relationships. Spe- 
cifically, profits before taxes in relation to volume were at a level lower than in 
any except the deepest depression years. This resulted directly from the war- 
time pricing and profit limitation policy adopted by General Motors early in 
1942, at the very outset of the war-production program, in advance of the enact- 
ment of the renegotiation law. 

This GM policy, formulated as a result of careful consideration of the national 
interest and the equities of all involved, produced important savings to the 
Nation’s taxpayers. These were effected through the continuous development 
and application of those same principles of efficient production which, year 
after year, have given buyers of General Motors products the best obtainable 
value for their money. This wartime pricing and profit limitation policy can be 
summarized as follows: 

(a) To take war production contracts on a fixed-price basis wherever possible 
and, where not possible in the first instance, to change to that basis as soon 
as circumstances permitted ; and 

(b) To make price reductions, applicable to products already delivered as 
well as to future deliveries, as cost reductions materialized; and 

(c) To limit the overall rate of profit from its manufacturing operations 
before provision for income and excess profits taxes but after all other charges, 
including reserve provisions, to approximately one-half the profit margin 
expressed as a percentage of sales, realized in the year 1941 largely under the 
conditions of a competitive market * * * 

* * * The corporation’s income from all its manufacturing business, exclud- 
ing income from investments but after providing for income and excess profits 
taxes, amounted to 4.5 percent of net sales in 1942, 3.3 percent in 1948, 3.7 
percent in 1944, and 5.3 percent of net sales in 1945. In the 4 war years, 1942 
through 1945, income from manufacturing amounted to 4.1 percent of net 
sales.” 

A statement included in the General Motors’ 1945 annual report to 
its stockholders provides a useful perspective to appraise the contribu- 
tions of American industry in prosecuting World War II. It also 
shows that it is willing to assume great responsibilities in assisting the 
Federal Government in planning ahead for the needs of national 
defense in an age characterized by rapid advances in technology. It 
said: 

World War II demonstrated again that a democratic peace-loving nation 
depends ultimately for its security on civilian sources—both for military per- 
sonnel and for weapons to arm them. The latter fact reemphasizes the vital 
importance in peacetime of a continuing liaison between industrial and military 
technicians. 

Compared with the Axis Powers, the United States prior to 1940 had but a 
small regular fighting force. It was a nucleus of strength, a cadre whose pro- 
fessional excellence has since been demonstrated, but, of itself, inadequate for 
total war. Within a brief period of 3 years, this fighting force was built up to 
approximately 12 million well-trained men and women, supported by the greatest 


1” General Motors Corp. Annual Report, 1945, p. 29. 
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wartime industrial production the world has ever seen. Next to the courage 
and battle performance of our fighting men, the production achievement of 
American industry stands out as a significant contribution to the victory. The 
importance of this contribution has been proclaimed repeatedly by United Na- 
tions leaders. It was recognized by our enemies long before their surrender. 

Neither the military nor the industrial contribution was a miracle—the poten- 
tial for both existed prewar. It was inherent in the social and economic way of 
life which had grown up in America over a long period of years—a way of 
life which encouraged individual initiative and developed skills and abilities 
readily adaptable to fighting and producing for victory. 

The ability of American industry to produce the highly technical weapons 
required for modern warfare was based on those organizational, managerial, and 
technical skills which had been developed under the constant pressure of com- 
mercial competition. These skills were derived from the constant striving of 
business concerns, both large and small, to produce better products at lower 
cost. In peace they gave this country the highest standard of living in the 
world, and in war they provided the production know-how necessary to meet a 
national emergency. 

Over the years, industry had developed a high degree of coordination within 
the economic life of the Nation. It had learned to make efficient use of plants, 
machines, and raw materials. It had learned the complicated technique of 
coordinating from many sources the flow of supplies essential to quantity pro- 
duction. Most important of all, it had learned how to translate technological 
developments into useful products. 

This peacetime experience was basic to industry’s war contribution. But it 
might have been capitalized upon even more effectively in the early planning 
phases of the war production program had public interest in military prepared- 
ness been more acute before the war. Also, there was relatively little organized 
liaison between industry and our Armed Forces in peacetime. The technical 
staffs of industry were little acquainted with military equipment. Many war 
products that were to be needed in great quantities and in record time had not 
been designed for manufacture on a mass-production basis. All this because, 
prewar, our military leaders were not given the means to undertake a program 
of the necessary magnitude. The cost of the war, in human life and also in ma- 
terial values, might have been importantly reduced and the war shortened if we 
had been better prepared. 

All through the war, the ability of industry to meet the exacting require- 
ments of the armed services was demonstrated again and again. Through the 
cooperation of military and industrial technicians, continuing progress was made 
in both quantity production and the technical improvement of complicated weap- 
ons. This involved progress in three fields: (1) Continuous changes in design 
to facilitate production, reduce man-hours, save materials, and lower costs; (2) 
continuous advance in technological standards to improve quantity and quality 
of combat equipment; and (3) development of new military implements. The 
final result of this progress, arising out of close military-industry liaison, is a 
matter of record. 

Following a war, public interest in war problems diminishes. Demand for 
civilian goods and services tends to absorb all the efforts of industry. The 
psychological drive present in wartime disappears. Public appreciation of mili- 
tary needs approaches the vanishing point. It is essential, of course, for indus- 
try to turn now to its important peacetime tasks. Yet, if the peace is to remain 
won, there must be continuing close liaison between the armed services and 
industry in the years ahead. 

The objective is to keep military people in touch with the latest industrial 
techniques and to keep industrial people informed of the technical needs of the 
armed services. This will become progressively more and more important as 
science assumes an increasingly greater role in military requirements. It calls 
for continuing application of the day-to-day developments of science and indus- 
try to the improvement of war material and of methods of manufacture, so that 
American industry shall be ever ready to set in motion quickly, if needed, its 
vast powers of mass production. 

The purpose of this discussion is simply to make what is hoped may be some 
contribution to a more constructive approach to an important postwar problem, 
and also to place on record the fact that General Motors stands ready to do its 
part in support of any constructive and equitable plan of action that contem- 
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plates maintaining in peace, as well as in war, a high technical standard of 
defense equipment.” 


The majority’s report states: 


* * * Tts position as No. 1 contractor has been a source of power to General 
Motors because of the advantages which such contracts give to the recipient.” 

As I have already stated, during a period when commercial activities 
are suspended, it should be expected that the General Motors Corp. 
would be the largest defense contractor, since it is also the largest 
manufacturing company in the country. However, it is not in this 
position today. The majority’s report states: 

The most recent report, covering the period from July 1950 through June 1957 

again shows General Motors to be in first place. * * ** 
The footnote to this statement shows that it is based on a report 
entitled “One Hundred Companies and Affiliates Listed According to 
Net Value of Military Prime Contract Awards, July 1950-June 1957" 
which was issued by the Office of the Assistant Secretary of Defense on 
February 11, 1958.” 

A revised draft of the majority’s report was submitted by the coun- 
sel and the staff director to all members of the subcommittee with a 
letter of transmittal dated October 15 which stated : 

Of course, it must also be understood that, as is usually the case, a number of 
minor corrections of figures, dates, typographical errors, etc., were made. None 
of these, to our way of thinking, approaches a change in substance. 

Early in September, well in advance of October 2, the original date 
for the submission of individual views, the Office of the Assistant Sec- 
retary of Defense released a new report covering the period July 1, 
1950, through December 31, 1957. This most recent information was 
not included in the revisions prepared by the staff. To have done so 
would have destroyed one of its principal arguments, since it shows 
the General Motors Corp. is not ranked in first place but is now in 
second place with total awards of $7,333.5 million.™ 

Table 6 of the majority’s report covered prime war supply con- 
tracts, July 1950 to December 1954.25 This was a period when com- 
mercial production was partially set aside to facilitate the Korean war 
effort. And General Motors ranks No. 1, Chrysler No. 10, and Ford 
No. 13. 

The most recent report by the Assistant Secretary of Defense in- 
cluded a tabulation of awards during a more normal period when 
there were no restrictions on commercial production after the Korean 
war, from January 1, 1955, through December 31, 1957.°° It shows 
the General Motors Corp. ranking No. 16; the Ford Motor Co. ranking 
No. 12; and the Chrysler Corp., No. 39. 

Table 3 of the report by the Assistant Secretary of Defense *’ shows 
that, on the basis aigescds for the year 1957 alone, the General Motors 
Corp. ranked No. 10; the Chrysler Corp., No. 24; and the Ford Motor 
Co. disappeared from the list entirely. 


20 General Motors Corp. Annual Report, 1945, pp. 22-23. 
2P, 37. 


2P. 40. 

23 Tbid. 

% One Hundred a and Affiliates Listed According to Net Value of Military Prime 
Contract Awards, table 1 


% One Hundred Companies and Affliates Listed According to Net Value of Military Prime 
Contract Awards, table 2. 
2 Ibid., table 3, January 1, 1957—December 31, 1957. 
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This table is also of interest, as it shows the increasing importance 
of scientific achievement. The 100 companies and their affiliates listed 
according to the net value of military prime contracts during the year 
1957 included 2 universities: the Massachusetts Institute of Technol- 
ogy, which ranked No. 45, and the California Institute of Technology, 
which ranked No. 76. It also included a nonprofit organization 

engaged in research on problems related to national security and the 
sastnn interest, the Rand Corp., which ranked No. 79. 

An examination of the 1957 awards shows that many small firms 
are included in the list of the 100 leading military prime contractors. 
According to the thesis advanced by the staff, these “ companies obtain- 
ing prime contracts secured thereby the instruments of economic 
power.” 78 

No American concerned with the security and welfare of his country 
would resent whatever economic enhancement these firms may receive 
through their ability to supply the scientific and technical knowledge 
so necessary in these difficult times. These contracts are subject to 
renegotiation, and the recipient pays substantial income taxes on any 
profits it may realize through their performance. 

The majority’s report states : 


* * * Throughout the varied periods of World War II, the Korean conflict, 
the uneasy defense efforts of recent years, General Motors has stood first in the 
list of recipients of contracts. During that time the character of our military 
requirements has undergone a virtual revolution, ranging from tanks in the 
early days to the later developments of missiles and rockets. It is a remarkable 
commentary on the conglomerate activities of this corporation that, despite 
the great changes that have taken place, no other corporation has been able to 
usurp its No. 1 position. * * *” 

In a period when the arts of war change from tanks to missiles and 
rockets, we are fortunate that there are organizations competent to 
develop and produce the new weapons when our armed services need 
them. Certainly it is naive to suppose that missiles and rockets will 
be developed without research facilities or by organizations which are 
not distinguished in their scientific accomplishments. The majority’s 
staff is so preoccupied with its economic theories that it has com- 
pletely lost sight of the fact that whether we like it or not we are en- 
gaged in a contest of technology upon which our very survival de- 
pends. 

In many cases the production of materiel for the Defense Depart- 
ment involves the establishment of plants which have no normal ci- 
vilian function. While the majority’s report stresses the advantages 
a company may obtain by undertaking Government research, it is com- 
pletely silent on the advantages the Government obtains by having 
available when time is the most priceless factor the services of organ- 
izations already established possessing organized scientific and pro- 
duction know-how. 

Mr. T. K. Quinn, who appeared before this subcommittee on No- 
vember 8, 1955, can hardly be regarded as a defender of big business.” 


sP, 39. 
2 Pp, 41. 
% A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 


Monopoly of the Committee on the Judiciary, United States Senate, 84th Cong., 1st sess., 
Pt. 6: General Motors, pp. 2313-2316. 
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Yet in 1943, in discussing the problems of meeting our defense needs, 


he said: 


* * * Why not accept Ford, General Motors, United States Steel, General 
Electric, Du Pont, A. T. & T., ete., as the national economic assets they are. Of 
course, these types of concerns got 80 percent of the war orders. Who in the 
world should the orders be given to? Let us fear for performance on the other 
20 percent, not on the 80." 

When consideration is given to the vast amount of equipment which 
was produced for our own forces and for our allies during both World 
War II and the present continued cold war period, the “performance 
of all American industry has been outstanding. While vigilance must 
always be exercised in pursuing contracting practices to make sure 
that the Government obtains the maximum value for the taxpayers’ 
dollar, broad sweeping criticisms of the performance of American in- 
dustry and its handling of defense contracts are utterly unwarranted. 
They are not supported i in the record but are based on the preconceived 
biases and prejudices of the staff. 


POINT 9 


The position in the majority’s report that the size of the 
industry’s units is not justified by technology is erroneous 
and unfounded. 


In pursuit of a long-established bias, the staff attempts to show 
that the size of the three lar gest automobile companies is greater than 
that needed for the most efficient production of automobiles. The 
majority’s report states: 

On the question of the optimum size of plant, or plant-complex as it should 
more properly be termed in the automobile industry, there are two recent 
bodies of data. The first forms part of a study by Prof. Joe S. Bain on the 
economies of scale. On the basis of new data obtained by questionnaire from 
the automobile companies, as well as other information, Professor Bain found 
that— 

“In general, 300,000 units per annum is a low estimate of what is needed for 
productive efficiency in any one line; there are probable added advantages to 
600,000 units.” * 

An examination of the chapters in Dr. Bain’s book entitled “Bar- 
riers to New Competition” relating to the automobile industry shows 
that his studies merely provide a measure of the minimum number of 
units that would provide reasonable manufacturing efficiency for a 
single line of products. He does not attempt to determine the optimum 
size of any firm. 

In a competitive economy, the desirable size of a firm is deter mined 
by the ability of management to combine the economies of scale in 
different activities to the best overall advant: age of the business. A 
number of small assembly plants, with a manufacturing unit large 
enough to use new automated equipment, may make it possible to 
produce products at a lower cost than a much larger single plant under 
one roof. 

The relative cost of transportation for raw materials as well as 
finished products to cover both national and international markets 


%1 Congressional Record, vol. 101, pt. 7, p. 8556. 
Bp, 14, 
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also affects managements’ decisions. These factors have been con- 
veniently overlooked by the staff. What is perhaps far more signifi- 
cant is that the optimum size of any firm is determined not on the 
basis of mere manufacturing efficiency as the staff suggests, but in 
terms of its overall efficiency as a competive unit. 

The entire treatment of technology in the majority’s report sug- 
gests a form of competition where product i innovations are minimized 
and the role of science and engineering is subordinated to the staff’s 
concept that the consumer should be offered the same product year 
after year at a constantly lowered price. Management must earn a 
return for investors or fall by the wayside in the real world by pro- 
viding new products, supporting research and marketing facilities, 
planning aggressive merchandising campaigns, and often in pursuit 
of our foreign policy establishing overseas operations to bring the 
fruits of our advanced economy to other countries. Considerations 
of the effect of size in the majority’s report completely overlook all 
of these factors. 

In a thinly disguised effort to disparage the accomplishments of 
General Motors, it suggests that there is no evidence that its con- 
tributions to science and technology exceed those of other firms. The 
majority’s report states: 

In order to form an impression as to whether General Motors has in fact 
outpaced the rest of the industry in developing innovations, it is necessary to 
examine the contributions made by other firms * * *.™ 

It should be evident from the above that General Motors’ advantage over 
Ford and Chrysler in creating innovations must be regarded as virtually non- 
existent * * *.™ 

* * * For its share of the industry to have risen as a result of innovations, 
it is necessary not merely for General Motors to have made innovations; since 
other companies were also making innovations, it is necessary that General 
Motors’s record surpass that of the rest of the industry. Obviously this is not a 
question which lends itself to precise measurement. Some light on the issue, 
however, can be shed by reviewing the history of some of the more important 
innovations which General Motors claims to have made and by contrasting them 
with innovations contributed by other automobile companies.™ 


To the best of my knowledge no member of the subcommittee and 
certainly no staff member is qualified to appraise the relative impor- 
tance of the innovations by the General Motors Corp. and other 
automobile companies. 

The testimony by the three leading producers shows that they have 
all made important contributions to the development of the modern 
automobile. In fact, not only the present producers but the many 
firms which have produced cars since the inception of the industry 
have all contributed to the development of the art. The testimony 
shows the important contributions by component manufacturers. 
Almost one-half of the General Motors’ sales dollar is spent with 
other firms. In each instance these supplier companies have con- 
tributed to the advancement of automotive engineering. Today’s cars 
would be impossible without high octane fuels. The ‘steel companies 
through the development of new alloys and deep drawing steels have 
made it possible for automotive engineers to incorporate features in 
their products which otherwise would have been impossible. 


Pp, 22. 
“Pp, 24. 
ws Pp. 19. 
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Similar contributions have been made by the machine-tool industry, 
rr ames of nonferrous metals, rubber products, and paints and 
nishes 
In an effort to bring some light to this clouded area, I have exam- 
ined the transactions of the Society of Automotive Engineers over 
the period 1929 through 1958. It would appear that the board of 
editors in their selection of papers would be in a better position to 
judge the importance of each contribution to the art than any member 
of this subcommittee or its staff. 
I have prepared four tables which show the papers which were 
selected by the publications committee of the Society of Automotive 
Engineers for inclusion in its Transactions. They are self-explana- 


tory. 


TABLE V.—Number of papers contributed to Society of Automotive Engineers 
transactions, 1929-58 














Number 

of papers 
RD IORI on hab Sb Ain peek ok haba cheb ebeudicbid cenaSied deseo seecu 226 
The Chrysler cng allel dened cabbcmn acs dnniiang Sonkieiid cabin aised aes aileieDh idle ter asniie Sci Rieti bein wd died 44 
te ee ss Pbncnctntv cents eeunecstciiledbccsacnnndbedt handset uicecsds pecueies 35 

Taste VI.—Papers contributed by General Motors’ personnel 
SAE trans- 
actions 


Name of paper and author 


Economic Requirements of Automotive Vehicles Abroad, by James D. Mooney and 
Clarence M. Foss, General Motors Export Co.................-.-.-..2.--.--.--.-----. 
Desirability of a Large-Bore Engine, by Alex Taub, Chevrolet.-._..........-..........- 
Economics of the Chevrolet Engine, by Alex Taub, Chevrolet ..............-.----.2--__- 
Atmospheric Humidity and Engine Performance, by Arthur W. Gardiner, Research 
DUNES fr cn tdicines ig ries batteiispeniobnwaditcyineth dthinttin din beebtndcddabiapeqnes 
oo Requirements for High-Compression Engines, by J. T. Fitzsimmons, Delco 
Problems of Motorcoach Design and Manufacture, by G. A. Green, General Motors 
I a i a lt nth nll enema ne 
The Employment of Less Volatile Fuels for Motorcoach Engines, by G. A. Green, 
etn CON SED. ek 2, Lai tcbonhubbiodeghdnntine sdeiemnameneenwe 
Application of Motor Transport to the Movement of Freight, by Frederick C. Horner, 
assistant to the vice president, General Motors Corp. .--..............-.----------...-.- 
Powerplant Economics, by Alex Taub, Chevrolet. -............-.--..-.---..---..--...... 
Combustion-Chamber Progress Correlated, by Alex Taub, Chevrolet_..................- 
Cold Carburetion, by Carl H. Kind], Delco Products. -.-.......................--..-...-- 
Mixture Distribution, by Alex Taub, Chevrolet _...-.........-.-.-.2.--------- eee 
Fundamentals of Brake Design, by A. W. Frehse, Chevrolet..........-.-....-.--.-.---- 
Detonation Characteristics of Some of the Fuels Suggested as Standards of Antiknock 
Quality, by John M. Campbell, Wheeler G. Lovell, and T. A. Boyd, Research Lab- 
ile ian lee pnilonmeainaie te aen na tenbianan 
Oil Consumption as Affected by Engine Characteristics, by H. C. Mougey, Research 
Laboratories ____- " 
Diesel Engines Evaluated, by H.M. Crane, technical assistant to the president, General 
ERIN es inc cto endchdadindinkse todarestbhysesceebsdddtichadbbntocttbecrcdactut 
Oil Cooling and Oil-Coolers, by W. R. Ramsaur, Harrison Radiator........_....--.---_- 
Jacket and Cylinder-Head Temperature Effects Upon Relative Knock- Ratings, by 
ee OE ee CARR CIOU ios sh co conten ar seem shanseccmecsposasemascases 
Influence of Cabureter Setting and on ark Timing on Knock Ratings, by J John M. 
Campbell, Wheeler G. Lovell, T. A. Boyd, Research Laboratories- --...-.--- ‘ 
Inventory Control, by C. B. Stiffler, Oakland Motor Car Co..............---...----.--- 
Commercial Application of Diesel Engines in Heavy-Duty Motorcoaches and T rucks, 
Bar Soeceen A. Sere, CSemeeel BACRGND: THOR. « «cones cnanccecescccewetrcarspewdacesecuse: 
How the Design Engineer Views Manufacturing, by Alex Taub, Chevrolet_- 
Effect of Legislation on Motor-Vehicle Design and Operation, by Pierre Schon, General 
Na Sie a ae oh en ekis miiniowunield neti 
Refrigerator Motor- -Trucks, by H. M. ‘Williams and J. W. Carl, Frigidaire___- bs 
The Automotive Engine and [ts Fuel, by Dr. Graham Edgar, Ethyl Gasoline Corp...-- 
How Versatile Engineering Meets Public Demand, by H. M, Crane, technical assistant 
I a a a ak ie le mesa hathiwae 
New Features in Shock Absorbers With Inertia Control, by OC. H, Kindl, Delco Products. 
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TaBLe VI.—Papers contributed by General Motors’ personnel—Continued 


Name of paper and author 


Quieter Gears Are Being Demanded: How Shall We Make Them? by Fred W. Cedar- 
Mek, GAGs DE et0e  WOPER .:.thiicbienscscsbtsddcaossccinnwndddnusbeb hacienda 
Independent Wheel Suspension—Its Whys and Wherefores, by Maurice Olley, Cadillac 
PN SOD os ciiidin g's dctsagapinnesennidindp san iiegitepeamnmainiiaiiet tigi teint eben celtics 
Resilient Mountings as te to Automotive Engines, by Alex Taub, Chevrolet_-_-_-_-_- 
Various Methods of Analyzing Intake-Silencer Problems, by J. O. Almen and E. E. 
Wilson, Research Laboratories pie ast ae cid tbleankiiemilchips asia tuttoh ids icin wibiioneiy 
Modern Headlighting Requirements, by R. N. Falge, Guide Lamp 


Automotive Engineering Balancing Problems, by Thomas C. Van Degrift and John M. | 


Eanes OR TAI i isis cts cect decuctins cond eihds dc wetdineanan 
Fundamentals in the Selection of Cutting Oils, by W. D. Huffman, Chevrolet .........-_- 
Flame Temperatures Vary With Knock and Combustion-Chamber Position, by Gerald 

W. Rassweiler and Lloyd Withrow, Research Laboratories____...................----- 
The Infiuence of Engine Oils on Aircraft-Engine Performance, by 8. D. Heron, Ethyl 

CORRTNS CP ida S icc cnet wd vadtiknn cnktndduccedincidndesbiactabi allie deieeidh ee ed 
The Trends in Engine Design as Influenced by Fuel Volatility, by John M. Campbell, 

Wheeler G. Lovell, and T, A. Boyd, Research Division... -.............-..-....--.---- 
Service Problems from Manufacturer and Operator Viewpoints, by O. M. Brede, General 

PEGE TIRE OO. oi nice tcticcccesde csaddlabiss tnd dbs tid staan dee 
Fuel Consumption Problems, by Alex Taub, Chevrolet. ..............---.....-..------- 
Relation of Exhaust Gas Composition to Air-Fuel Ratio, by B. A. D’Alleva and W. G. 

LUGis MRODORTOR: LO DUNIOIIIE iis riick cee os tin Hein enestidndbotiabitidecidesimaidsclil 
Slow Motion Shows Knocking and Non- Knocking Explosions, by Lloyd Withrow and 

Gerald M. Rassweiler, Research Laboratorics........................-.-.---...-------- 
Sapphire and Other New Combustion-Chamber Window Materials, by George Calin- 

gaert and S. D. Heron, Ethyl Gasoline od ay etn mons cst A OR a ea ih Ms os RE 
Radiator Development and Car Cooling, by P. Saunders, Harrison Radiator Corp-_-_-. 
Relative Knocking Characteristics of Motor Fuels in Service, by John M. Campbell, 

Wheeler G. Lovell, and T. A. Boyd, Research Laboratories. -.-............-.....-....-. 
What the Tourist Trailer Means to the Car Manufacturer, by James H. Booth, Buick 

PEE OO. icacnctnndptvdhetctinnh atewtdmidnicdamncidecdiins tatiana aa 
Automobile Design and Safety, by John H. Hunt_-..........-..--..---.-.-------------- 
Modern Automotive Electrical Equipment, by R. M. Critchfield, Deleo-Remy Corp- . 
Cab-Over-Engine Trucks—Their Place in Transportation, by Pierre Schon, General 

DECRG TINGE 20 dwnnsmckidvibiouidds sppeképadsdbinalismdndacinddaieieds cha ele bein 
Hypoid Lubricants—Test Results and Their Interpretation, by C. E. Zwahl, Chevrolet- 
Ree Understand the Grinding Process? by Roland V. Hutchinson, Olds Motor 

Geen ncddodmesedqucesauinsascchtenccsdecdebbhntstnpesttbbbaduatneidabbbntianbaghne 
Carburetion, Manifolding and Fuel Antiknock Value, by Ethel Bartholomew, Harold 

Chalk, and Benjamin Brewster, Ethyl Gasoline Corp ninksrtcee tolieeoall thie be within tinal 
Motion Pictures of Engine Flames Correlated With eee Cards, by Gerald M. 

Rassweiler and Lloyd Withrow, Research Laboratories_.........-.....-.-----.....-.-- 
Motor-Car Engines in England, by Alex Taub, Vauxhall Motors, Ltd...............-.-- 
Torsional Vibration of In-Line Aircraft Engines, by R. M. Hazen and O. V. Montieth, 

Allison Engineering Co-_. 

March of Progress in the Development of Transportation, by Pierre Schon, General 

Motors Truck. 

Automotive Bearing Materials and Their Application, by Arthur F, Underwood, Re- 
search Laboratories_. 
Effect of Application on Maintenance of Automotive Electrical Equipment, by R . M. 

Critchfield, Deleo-Remy Division. .-__.-.............-.--..---....- 

Application of Statistical Concepts to the Knock-Rating Problem, by John M. Campbell 
ond W. G, Lever, Researeh Laboratories... <i ewss 5 csiince da nesdeesbuiiediedinatene 
Experimental Procedure of Testing and Organization, by J. M. Crawford and P. A. 
SN UNNI. 06 i 4 anid inn ovncendaccneugies sah wk andbinen dktheealtceaaaainas tie 
Automotive Two- -Cycle Diesel Engines, by F. Te NR ios catuccistedchdrccanwaials 
Some Factors Controlling Part-Load Economy, by Hector Rabezzana..-............--.-. 
The Oar of the Future, BF Beery Mi .. Cri esn ose chnaon-psncesibwantiedobsuscsmen deen 
What About the Engine? by Alex Taub, Vauxhall Motors, i id cine le 
Passenger-Car Road Noise, by Ernest E. Wilson and Paul Huber, GM Proving Ground.. 
—— —s Installation in Coaches and Trucks, by W. . Fisher, General Motors 
TU sii diss dons + Saplits mun baaieiens ons igen amine ein 6 /eie ailaisicieibeinetaciaala ie eel ae 
Aviation Fuels and Engines, by F. R. Banks, The Associated Ethyl Co., RO cd civsbotcs 
Engine Flame Researches, by T. A. Boyd, Research Ls GE aT ee 
Aspects of Frameless Car ‘Design, by W. D. Appel, GM Overseas Operations... ........- 
Power Transmissions for Buses, by G. A. Green, General Motors Truck-_.......--------- 
Engine Combustion and Press'1re Development, by Gerald M. Raissweiler, Lloyd With- 
row, and Walter Cornelius, Research Laboratories......................-----.....-.-.- 
Better Fuels for Better Engines, by William H. Hubner, Ethyl Gasoline Corp-_...--.-.-- 
Effectiveness of the Burning Process in Non-Knocking Engine Explosions, by Lloyd 

Withrow ane Weller: GIG oii n ciiciie sititicwin snd netted ransnend=beibendettedinaie 
An Instrument for Continuous Measurement cf Piston Temperatures, by Arthur F. 

Undei wood and A. A. Catlin, Research Laboratories__.................--.--.------.-- 
Car ooey Factors and Their Measurement, by Kenneth A. Stonex, GM Proving 

PG itn obo posing escstiniineceencedéses cadens wipes eisndgan atlanta 
Crankcase Oils for Heavy-Duty Service, by H. R. Wolf, Research Laboratories .......... 
A 13-Year Improvement in Mixture Ratios, by W. G. Lovell, J. M. Campbell, B. A. 

D’Alleva, and P. K. Winter, Research Laboratories. .................-.-.......------- 
Use of Hardenability Tests for Selection and Specification of Automotive Steels, by A. L. 
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SAE trans- 
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Name of paper and author 


Volume | 
Engineering for Better Fuel Economy, by H. T. Youngren, Olds Motor Works 36-49 | 
The Allison Aircraft-Engine Development, by R. M. Hazen, Allison Division | 36-49 
The Ignition System as Inftuenced by Fuel Characteristics, by J. T. Fitzsimmons, Deleo- | 
Remy Division-__- . | 50 
Facts and Fallacies of Stress Determination, by J. O. Almen, Research Laboratories 50 | 
Symposium—-Commercial Vehicles and Lower-Octane Fuels (Part I. From the Refiner’s | 
Viewpoint), by William H. Hubner, Ethyl Gasoline Corp 50 | 
Dimensional Value of Lubricants in Gear Design, by J. O. Almen, Research Labora- | } 
tories : } 0 
The 1972 Model . . . I’d Like To Drive It, by T. A. Boyd, Research Laboratories 5O | 
Production Testing Facilities of Allison Division of General Motors, by H. J. Buttner, | | 
Allison Division 50 
Piston Rings and Oil Control in Two-Cycle High-Output Diesel Engines, by F. Glen | 
Shoemaker and Rex Allbright, Detroit Diesel Engine Division | 51 | 
Substitute Materials—Have We Gone the Limit? by John G. Wood and R. F. Sanders, | 
Chevrolet : | 51 | 
Storage Battery Perfo rmance at Low Temperatures, by John H. Lictle and Robert A. | 
Daily, Chevrolet and Deleo-Remy : i | 51 
Steel Cartridge Cases, by R. B. Schenck. Buick Motor Division__-. bl 
Shot Blasting To Increase Fatigue Resistance, by J. O. Almen, Research Laboratories 41 | 
A Design Method for Volute Springs, by H. O. Fuchs 51 | 
The Possibilities of Shaved Gears for Aircraft Engines, by A. W. Harris, Chevrolet_--- 51 | 
Special Addition Agent Steels, by R. B. Schenck, Buick Motor Division ; a 
Progress in Precision, by O. J. Snider, Cadillac Motor Car Division fl 
Physical Characteristics of Roughness in Internal-Combustion Engines, by Lloyd | 
Withrow and Arthur S. Fry, Research Laboratories 52 
On the Strength of Highly Stressed, Dynamically Loaded “Bolts and Studs, by J. O. | 
Almen, Research Laboratories -- 52 | 
Factors Affecting the Antiknock Performance of Post-War Fuels, by T. H. Risk, Ethy) | 
Corp-.- 52 | 
Selection of Automotive Steel on the Basis of Hardenability, by A. L. Boegehold, Re- 
search Laboratories -. 52 
An Improved Indicator for Measuring Static and Dynamic Pressures, by C. E. Grin- | | 
stead, R. N. Frawley, F. W. Chapman, and H. F. Schultz, Research Laboratories - - 52 | 
sate Developments of the Allison Aircraft Engine, by Dimitrius Gerdan, Allison Divi- | 
sion. _- 53 | 
Adequate Piston Cooling—Oil Cooling as a Means of Piston Temperature Control, by | 
Gregory Flynn, Jr., and Arthur F. Underwood, Research Laboratories | 53 | 
Hot-Engines Sludge and Its Control, by H. C. Mougey, Research Laboratories -.-- 53 | 
Fuels and Engines for Higher Power and Greater Efficiency, by C. F. Kettering, Re- | | 
search Laboratories ___ - 53 
Effect of Post-War Automotive Practices on Ignition Performance, by H. L. Hartzell, 
Delco-Remy Division. -_- 53 


Coordination cf Supercharger Speed to Manifold Pressure, by John Dolza, Allison Divi- | 
sion- 53 
Silver Bearings, by E. B. Etchells and A. F. Underwood, Research Laboratories - 53 | 
Piston Lacquering Its Causes and Cure, by H. C. Mougey, Research Laboratories 53 

Detonation Indicating Equipment for Allison Engines, by John M. Whitmore and John 
R. Burns, Allison Division - 53 
Correlation of Stress Concentration With Fatigue Strength of Engine Components, by 


Charles W. Gadd, Andrew Zmuda, and N. A. Ochiltree, Research Laboratories 53 
Effect of Diesel Fuel Economy on High-Speed Transportation, by F. Glen Shoemaker | 

and H. M. Gadebusch, Detroit Diese] Engine Division 54 | 
Electrical Model for Investigation of Crankshaft Torsional Vibrations In In-Line En- 

gines, by Hugh B. Stewart, Allison Division , 54 
Gasoline Gum Tolerance of Ordnance Equipment, by M, L. Alspaugh, Ethyl Corp 5 
Effect of Fuel Properties on Diesel-Engine Performance, by F. G. Shoemaker and H. M. 

Gadebusch, Detroit Diesel-Engine Division : 5 
Flexible or Spring Medium of Suspensions, by Robert Schilling 4 
Fuel Sensitivity and Engine Severity in Aircraft Engines, by 8. D. Heron, Ethyl Corp 54 | 
Load-Carrying Capacity of Journal Bearings, by J. M. Stone and A. F. Underwood, | 

Research Laboratories (1947) 1, No.1 | 
Shock-Excited Transient Vibrations Associated With Combustion Roughness, by Arthur | 

8. Fry, J. M. Stone, and Lloyd Withrow, Research Laboratories (1947) pee ly Net 
Light Aircraft Service Experience With All-Purpose Fuel, by Robert V. Kerley, Ethyl | 
® Corp. (1947) 1, No. 2 | 
Automotive Space C onditioning, by E. T. Todd and F. O. Gadd, General Motors Truck 

(1947) _. 1, No. 3 
Fuel Antiknock Quality—A Basis for Selection of Compression Ratio, by Errol J. Gay 

and Henry T. Mueller, Ethyl Corp (1947) ___- 1, No. 3 
Automatic Transmission Control Systems, by O. K. Kelley and M, 8. Rosenberger | " 

(1947)... 1, No. 4 | 
Better Propellers for Light Pocketbooks, by John F. Haines, Aeroproducts Division ig 

(1947)... , No. 
More Efficient Utilization of Fuels, by Charles F. Kettering (1947) -_- 1, No.4 
Effects of Unsprung Masses on Ride, by R. Schilling (1948) _.-.- 2, No. 2 | 
Factors Affecting Functioning of Spark Plugs, by W. A. Bychinsky, AC Spark Plug | 

Division (1948)... -- | 2, No. 2 
Allison V-1710 en E ngine, by Dimitrius Gerdan and J. M. Wetzler, Allison | 
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TABLE VI.—Papers contributed by General Motors’ personnel—Continued 


Name of paper and author 


| 
| 
} 


| 


SAE trans- 





Stress Engineering as Applied to Automobile Bodies, by Philip O. Johnson and Russell 
G. Heyl, Jr., Fisher Body Division (1948) __- oe 
The Buick Dynaflow Drive, by Charles A. Chayne, Buick Motor Division (1948) ____- 


Practical Considerations in Design of Motor Vehicle Fuel Systems for Freedom From | 


Vapor Lock, by Gilbert Way, Ethyl Corp. (1948) -_- 

Engine Knock and Molecular Structure of Hydrocarbons, by Wheeler G. Lovetl, Re- 
search Laboratories (1948) - 

Determination of Dynamic Loads in Coach Structures, by W. E. Rice and R. O. Ellerby, 
General Motors Truck (1948) 

Passenger-Car Brake Performance—Limitations and Future Requirements, by T. P. 
Chase, Research Laboratories (1949) 

Electrical Equinment and Its Application, by J. H. Bolles, Deleo-Remy Division (1949) 

Heavy-Duty Electrical Equipment—Service and Maintenance, by W. H. Foland, 
Delco-Remy Division (1949) 

Design and Installation of Wiring Systems for Commercial Vehicles, by L. Cc. Wolcott, 
Packard Electric Division (1949) : 7 

The Polyphase Torque Converter, by Oliver K. Kelley (1949) - 

Increasing the Thermal Efficiencies of Internal-Combustion Engines, by J. M. Campbell, 
D. F. Caris, and L, L. Withrow, Research Laboratories (1949) __- 

The New Cadillac Engine, by H. F. Barr and E. N, Cole, Cadillac “Motor Car Division 
(1949) 


The Manufacture of the Dynaflow Transmission, by Fred C. Pyper and A. G, Mac- | 


Dougall, Buick Motor Division (1949) 


Factors Affecting Octane-Number Requirement, by Harold J. Gibson, Ethyl Corp. | 


(1949) ___. 
Production Problems of Turbojet Engines, by T. 8. McCrae, Allison Division (1949) 
The V Hydraulic Transmission, by Hans O. Schjolin, General Motors Truck (1949) 
Gas Turbines in Automobiles, by W. A, a Research Laboratories (1950) ._- 


Pathfinding in Fuels and Engines, by T. . - Boxe, Research Laboratories (1950). _- . 
Chevrolet Automatic Transmission, by R . Plexico and R. E. Kaufman, Chevrolet 
(1950) 


Cc yuneet Performance-——Compression. Ratio and Mechanical Octane-Number Effects, 
by 8. D. Heron and A. E. Felt, Ethyl Corp. (19°0) 


Wright Brothers as Aeronautical Engineers, by M. P. Baker, Inland Manufacturing | 


Division (1951) ‘ odie 

Evaluation of Motor Fuels for High-Compression Engine ‘s, by M. M. Roensch and J. C. 
Hughes, Ethyl Corp. (1951) : Or ae 

Ignition Problems in Damp Weather, by H. L. Hartzell and B. H. Short, Deleo-Remy 
Division (1951) ieee 

Operational Stresses in Automotive Parts, by Robert Schilling, Research Laboratories 
(1951) . ‘ olen 

Alt tude Effects on 2-Stroke-Cycle Automotive Diesel Engines, by R. W. Guernsey, 
D>troit Diesel-Engine Division (1951) ‘ 

Hydra-Matic Transmission, by Walter B. Herndon, Detroit Transmission Division 
(1952) i 

Pclyphase Torque Convertor, by O. K. Keiley, T i insmission Division (1952) 

2-Stage pera Convertor and Douhl Clutch, by R. M. Schaefer, Allison Divi sion 
(1952) 

E ow: iveness of Amy] Nitrate in a Full-Seale Diesel Engine, by M. J. Anderson and 

Wilson, Ethyl Corp. (1952) 

meena Rel tionship of Engine-Fuel Research, by C L. MeCuen, Research Labo- 

ratories (1952) 


e 


# 





Statice Structural Testing of the Automobile Body, by Philip O. Jehnson, Fisher Body | 


Division (1952 % 
Automatic and Hydraulic Transmissions, by O. K. Kelley, Transmission Division 
(1952) i Penn 
Early Combustion Reactions in Engine Operation, by E. B. Rifkin, C. Waleutt, and 
G. W. Betker, Jr., Ethy!] Corp. (1952 


Some Effects of Fucl Structure, Tetraethyl Lead, and Engine Deposits on Precombus- | 
tion Reactions in a Firing Engine, by Walter Cornelius and John D. Caplan, Research | 


Laboratories (1952) 

( —_— tion-Chamber Deposition and Power Loss, by H. J. Gibson, C. A. Hall, and 

E. Huffman, Ethyl Corp (1952 

an Improved System for Control and Measurement * Air Consumption of a ’ Single- 
Cylinder Engine, by Walter Cornelius and John D. Caplan, Research Laboratories 
(1952) i 

Flame Photogr: aphs of Autoignition Induced by Combustion-Chamber Deposits, by 
L. L. Withrow and F. W. Bowditch, Research L ~~ itories (1952) 

Stress Testing Methods in Body Structures, by H. C. Johnson, Fisher Body Division 

Engine-Transmission Relationship for Higher E fic ie ney, by D. F. Caris and R. A. 
Richardson, Research Laboratories = 

Hydraulic Torque Converter—Its Effect on the Power Train, by R. M. Schaefer and 
J. A. Winter, Allison Division ; ‘ : a . ‘ 2 

Coating Steel by the Aidip Process, hy D. K. Hanink and A. L. Boegehold, Research 
Laboratories 


Combustion-Chamber De ‘position ‘and Knoe +k, by H. J. Gibs son, On A. Hall, and D. A. 


Hirsehler, Ethyl C OEP. nn 2 - - - 2 nn newer nn sen nn ned seeses crane: sesese eiubhindaeial 
New Buick V-8 Engine Offers Me any Advants ages, by V. P. Mathews and J. D. Turlay, 
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Name of paper and author 


Measuring Rate of Fuel Injection in an Operating Diesel Engine, by R. J. Wehrman, 
H. R. Mitchell, and W. A. Turunen, Research Laboratories ......................---- 
Engine Cylinder Pressure Measurements, by J. D. McCullough, Ethyl] Corp-_-_-__. 
Uncontrolled Combustion in Spark- Ignition Engines, by 8. D. Heron, pee Corp... 
Deposit-Induced Ignition—Evaluation in a Laboratory Engine, by D. A. Hirschler, 
J. D. McCullough, and C. A. Hall, Ethyl Corp_-__- 
Some Effects of Fuels and Lubricants on Autoignition in Cars on the Road, by R. K. 
Williams and J. R. Landis, Research Laboratories Division... -_- 
oes Steering in General Motors Cars, by C. W. Lincoln, Saginaw Steering Gear 
ivision..__- 
Engine Knock as Influenced by Precombustion ‘Reactions, by J. M. Mason, Jr., and 
H. E. Hesselberg, Ethyl Corp. 
Forty Years of Progress in Automotive Lubrication—A Look into the Future, by H.C, 
Mougey, Research Laboratories Division_- 
Effects of Residual Stress on Fatigue Life of Metals, by R. L. Mattson, Research Lab- 
oratories Division... __ 
The Corvette Plastic Body, by E. J. Premo, Chevrolet Motor Division. 
Effect of Shot-Peening Variables and Residual Stresses on the Fatigue Life of Leaf- 
perms § Specimens, by R. L. Mattson and W. 8S. Coleman, Jr., Research Laboratories 
ivision..- 
Ceemere cas amber Deposits and Octane-Number Requirement, by Joel Warren, 
thyl Corp 
Buick’s Twin Turbine Dynaflow ‘Transmission, by R.J. Gorsky, Buick Motor Division 
Practical Yardsticks for Deposit Effects, by C. A. Hall, J. A. Warren, and J. D. Me- 
Cullough, Ethy! Corp-.-- 
A Cradle for New Power—Chassis Features of the Firebird, by Robert Schilling, Re- 
search Laboratories Division... -.-_-_- aan 7 
Pinwheels or Pistons?—A Progress Report on Automotive Gas Turbines, by mm. & 
Turunen, Research Laboratories Division. 
ABO'’s of Ultrasonic Inspection, by Edward F.W eller, Jr., Research Laboratories Divi- 





sion 
Lifters and Lubricants, by Joseph B. Bidwell of Research Laboratories Div ision, and 
Paul Vermaire of Diesel Equipment Division. --- ; 
The New Look in Lubricating Oils, by J. B. Bidwell and R. K. Williams, Research 
ee cceawe : 
Some Factors Affecting the Fatigue ‘Strength of Steel Members, by C. W. Gadd, J. O. 
Anderson, and David Martin, Research Laboratories aia aaa iia edited 
The New Chevrolet V-8 Engine, by R. F. Sanders, Chevrolet Motor Division. 
Tractor-Engine — Requirements for Best F uel Utilization, by H. T. Mueller and 
R. E. Gish, Ethyl Corp. ‘ 
New Pontiac V-8 coor by C. B. Leach and E. L. W ‘indeler, Pontiac Motor Division_| 
Some Effects of Engine-Fuel Variables On Exhaust-Gas Hydrocarbon Content, by 
F. G. Rounds, P. A. Bennett, and G. J. Nebel, Research Laboratories Division. |. 
Flame Photographs of Light-Load Combustion Point the Way to Reduction of Hydro- 
carbons in Exhaust Gas, by J, T. Wentworth and W. A. Daniel, Research Labora- 
Sea 2 
Development of a New Gas Turbine Super Alloy GMR-235, by D. K. Hanink, “KF. S, 
Webbere, and A. L, Boegehold, Research Laboratories eee ent 
Method of Scavenging Analysis for 2-Stroke-Cycle Diesel Cylinders, by W. H. Percival, 
Research Laboratories Division..................-......---..-------------- 
Tire Thump: Its Mechanism and Measure ment, by David C. Apps and George. M. 
1 GUE, SIGETE BEOCOTR FTOVIE GTOUIG ono e in Soc cc ccc cc cccc cence cccccceccncescesl 
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61 557 
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62| 117 
62 141 
62 196 
62 416 
62 449 
62 546 
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63 177 
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63 349 
63 362 
63 400 
63 420 
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63 591 
63 602 
63 704 
63 737 
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TABLE VI.—Papers contributed by General Motors’ personnel—Continued 


Name of paper and author 


Automobile Body Loads, by Philip 0. Johnson, Fisher Body Division.................. 
Mechanical Octanes for Higher Efficiency, by D. F. Caris, B. J. Mitchell, A. D. Me- 
Duffie, and F. A. Wyczalek, Research Laboratories Division........................_. 
Interrelationship of Design, Lubrication, and Metallurgy in Cam and Tappet Perform- 
ance, by E, B. Etchells, R. F. Thomson, G. H. Robinson, and G. K. Malone.__......_. 
A Study of Nonprotective Rust Formation on Auto-Body Sheet Steel, by J. C. Holz- 
warth, R. F. Thomson, and A. L. Boegehold, Research Laboratories Division..._..__- 
Knocking Behavior of Fuels and Engines, by R. V. Kerley and K. W. Thurston, Ethyl 
PD on kiarecvasqenncqubbinadash< wagons sudhintedteisancediemia ima all cule eee tka 
Relationship of Low- -Temperature Cranking Resistance to V iscosity Characteristics of 
Multigrade Engine Oils, by G. K. Malone and T. W. Selby...__--------......--._-.-- 
New Instrumentation for Engine Combustion Studies, by J. A. Warren and J. B. Hin- 
RT. CL CED +. <tienaniiensvin ign vaninunkant tipenihamdh miei emideaiinie edema 
Powermatic—A New Automatic Transmission for Chevrolet Heavy-Duty Trucks, by 
Bh, OD. Fae Wa niwadvtsiidsnchnticiateccdumencisndaédnwe sedi cimciteee thames ens 
The New Dynaflow Automatic Transmission, by R. J. Gorsky, Buick Motor Division... 
The New General Motors Hydra-Matic Transmission, by Kenneth W. Gage and P. J. 
BRoeds. Datrott. Tramsmiion DIVigiOt. ....-6.s0c0ccckdiddiindinvbncececieéubebbecnented 
The GMR 4-4‘‘Hyprex” Engine—A Concept of the Free-Piston Engine for Automotive 
Use, by. A. F. UMA WOIG ove asad incspesescnscdatessdcnssudletiss dentaeseadiaokectaah 
The Experimental Chassis for the Firebird II, by Joseph B. Bidwell and Robert E. 
CONGR, TAGRURTO HOOD aso edsn neh penen aes ons odie sntinkiide Hiactags wn atid s ahaa eis 
The Regenerative Whirlfire Engine for Firebird Il, by W. A. Turunen and J. 8. Coll- 
SAG, TUORON TI ooo ans an aig av wan ttddasedsaletonn dein shghaimdtkadee ds dmkaie weil ide 
Observation on 25 ,000 Hours of Free-Piston- Engine Operation, by Gregory Flynn, Wes 
oe NI ceil ti in. ntso> liv icilan Geiss nahin wiih iio vidben eh kcal a dit ion aiden ciate 


Ausunstivs “Fuel “‘Pumps—A Fundamental Study ‘of Their Performance, by R. A. 
FROGREL, TRAGO Ge Bai ti set wh iin cw snicttnwiintilak a ciendianl apbainains intpete tad 
Diesel Exhaust Odor—Its Evaluation and Relation to Exhaust Gas Composition, by 
FF, Go. OU C8. TE; Wa, PORTO. oon ns pe acicsvnciinendunugliaeibtethtabasetnsblamiael 
The General Motors Fuel Injection System, by ‘John Dolza, E. A. Kehoe, Donald Stolt- 
BARD, OIG TOCR BIR UR song oe ce niccstinevitincnncén ot abtk ean iodine tinieh dementias 
Some Mets allalurgical Aspects of Pontiac V-8 Engine Pearlitic Malleable Iron Crank- 
EE. is: Be IR ciecisiges nxn iain asa nninh meinen tee 
Turbocharging the Series 71 Engine, “by ‘io “May and V. C. Reddy, Detroit Diesel- 
INE SIC tern sg dab afitenaindapahaanimnneusn sien nines hsealiiiies Sonne Oe 
Chevrolet Turboglide Transmission, by F. J. Winchell, W. D. Route, and O. K. Kelley_- 
Autoignition Associated with Hot Starting, by F. W. Bowditch and R. F. Stebar_____- 
——-. Tendencies of Fuels—A Practical Approach, by J. D. Caplan and ©, J, 
Ds dc.nguncnecwdecue uh us kdmish ede pulenibenietginaveieaeibicdeamth«ieiebiesitnimeia asia 
TT Air Suspension for the Eldorado Brougham, by B. D. Polhemus, L. J. Kehoe, 
an CAIUS, Ek: DEES icdnvucdnthenkgnwenswemdnedewpes mandate 
The Buick Air Poise Suspension, by Forest R. McFarland, E. G. Peckman, and Eric 
BI ses essestdeipac tips tise in oscne jodi 6m ib cinm et latimnet ian A eee Dita a ain liaise il 
1958 Chevrolet Level Air Suspension, by K. H. Hansen, J. F. Bertsch, and R. E, Denzer. 
Oldsmobile New-Matic Ride, by R. W. Perkins_...............-..----...--------------- 
Determination of True Engine Friction, by R. E. Gish, J. D. McCullough, J. B. Retz- 
BOG, GRE EX, FT. DEMS, BUGS ic ckncinanicnecensumbtnionscsensaabeeinania 
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76 
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221 
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TABLE VII.—Papers contributed by Chrysler personnel 


SAE trans- 
actions 


Name of paper and author 


Volume 


Simplifying Control of the Automobile, by P. J. Kent... .-__- : 27 
Noise and Heat Control in the Automobile Body, by C. L. Humphrey-- 27 
Bodies Considered from Car Buyer’s Viewpoint, by J. W. Frazer _._- 27 
On Electric-Furnace Cast-Iron, by H. T. Woolson... : 28 | 
Dynamics of the Modern Automobile, by George L. McCain. 29 
Application of Induction Heating in Automotive Production, by E. L. B: Liley 30 
Manufacture of Elliptical-Skirted Pistons, by E. 8. C hapman.. ; 31 
Observations on Cylinder-Bore Wear, by Max M. Roensch-..-- eee | 32 
Function in Modern Styling, by Frederic A. Selje | 32 | 


A Spark-Advance Indicator and Knock-Rating Observations, by Sidney Oldberg, Gil- 


bert Way, and J. B. Macauley- --- | 32 
Purchasing, Planning, and Scheduling for Multiple-Model Automobiles, by D. A. | 

Wallace . 33 
Quantite ative Analysis of Heat Transfer in Engines, by R. N. Janeway. - 33 
Spark Advance and Octane Number—A Road-Test Technique, by W. E. Drinkard and | 

J. B. Macauley, Jr-_-...- i } 33 
Harshness in the ‘Automobile, by H. Hicks and G. H. Parker... | 34 
Tank Mileage, by W. E. Zierer and i B. Macauley, Jr-...-- ; 34 
Superfinish, by D. A. Wallace, Chrysler Division. 35 
Piston-Ring Coatings and Their Effect on Ring and Bore Wear, by Max M. Roensch__| 35 
The Automobile Headlamp Problem, by P. J. Kent___ 35 
Economics of Substituting Synthetic Rubber in Automobiles, by W. J. McCortney- | 36-49 
Determining Hardenability on Small Sizes, by F. E. McCleary and R. Wuerfel- | 36-49 
Is It Practical to Streamline for Fuel Economy, by James C. Zeder-- 36-49 
Characteristics of the Volute Spring, by Be rnh¢ ard Sterne_- 50 
Design Features of the Junkers 211B Aircraft Engine, by Sidne y Oldberg and Thomas | 

M. Ball. al 50 
Methods of Stress Determination in Engine Parts, by Charles Lipson | 51 
The Effect of Injection Pumps on Cold Starting, by Max M. Roensch--. 51 | 
Materials for Preparation and Preservation of Vehicles and Component Parts for Stor- | 

age and Shipment, by C. E. Heussner and C. O. Durbin, Engineering Division 52 | 
Engineering of Involute Splines, by George L. McCain-- | 54 
Adhesives—Modern Tool of Fabrication, by D. L. Swayze- | 54 
Fluid Couplings for Passenger Cars, by A. Elliott Kimberly (1947) | 1, No.4 
Predicting Road Performance of Commercial Vehicles, by A. F. Stamm and E. P. | 

Lamb (1950) -_-_-- 4, No. 2 
Development Highlights and U nique Features of New sesso V-8 Engine, by W. E. 

Drinkard and M. L, Carpentier (1951) ....--- | 5, No.3 
Engineering of Involute Splines, by G. L. McCain (1951) .- 5 | 5, No. 4 
New Horizons in Engine Development, by James C. Zeder pg 3 | 6, No. 4 
Wind Effects on Car Stability, by W. E. Lay and P. W. Lett, gs 61 
The Chrysler PowerF lite Transmission, by W. R. Rodger and a J. Syrovy 62 
Design, Evaluation, and Selection of Heavy-Duty Rear Axles, by K. W . Gordon, Truck 

Division, Dodge Bros. Corp- | 63 
New and Improved Synthetic Elastomeric Materials for Automotive U se, by W. J. | 

Simpson, Rubber and Plastics Laboratory, Central Engineering Division- 64 
Considerations Affecting the Life of Automotive Camshafts and Tappets, “by M. F. | 

Garwood, D. R. Kinker, and J. J. Manganello-. -- : | 64 
The New Plymouth V-8 Engine, by H. I.. Welch---- : 64 | 
The Automotive Gas Turbine —Today and Tomorrow, by G. J. Huebner, Jr “ 65 | 
Chrysler TorqueFlite Transmission, by S. D. Jeffe and B. W. Cartwright.._________- 66 
Chrysler Torsion-Aire Suspension—Across the Board, by O. D. Dillman and R. R. 

SN Sho cid dab eabinens windh ihe «concabiae a a ae 66 
Truck Performance—Computed Versus Me: isured Data i, . by "A, GRMN ee 66 


Principles of Noise Reduction, by L. M. Ball ie ac teiiea taba tients axing ecdwaneus 66 


Page 
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TABLE VIII.—Papers contributed by Ford personnel 


Name of paper and autho 


Laminated Safety Glass, by R. H. McCarroll- -- 

Synthetic-Resin Enamel Finishes, by J. L. McCloud. 

Quality Control of Engineering Materials During Manufacturing and Processing, by 
R. H. MeCarroll and J. L. McCloud 

Improvements in Pressure Ferrous Castings Infiuencing 
Jeter... 

Improvements in Static Ferrous Castings Infiuencing Their Future Use, by G. Venner- 
holm -. . ; 

Scuff- and Wear-Resistant Chemical Coatings, by F. C. Young and B. B. Davis (1947) 

Manufacture of Precision Castings, by G. Vennerholm and E. Ensign (1947) - --. 

Pr —_ Approach to — actory Acoustical Design of Automotive Trucks, by Charles 

Thomas and B, Radin (1948) - 

T kind x the erie ‘Out of Crankcase Ventilation, by Gratz Brown (1949) __ 

Light ‘Engine Oils for Improved Subzero Oper: = m, by V. Raviolo (1950) - 

Nodular Cast Iron, by Gosta Vennerholm, H. . Bogart, aa R. B. Melmoth (1950) 

Ford-Mercury Automatic T ransmission, by H. Tr. Youngren and H, G. English (1950) 

The New Ford Six-Cylinder Engine, by E. 8. MacPherson (1952) - se 

Plastic Prototypes Revolutionize Preparation for Manufacture, by Wall: ace A. 

Can All Engine Wear Be Trapped in a Can?, by R. J. Pocock 

Critical Lubrication Areas in an Engine, by Victor G. Raviolo 

Designing the Cam Profile for Low Vibration at High Speeds, by R. A. Rogge nbuck_- 

Tractor Hitches and Hydraulic Systems—A Tractor Designer’s Viewpoint, by Hs arold 
L. Brock re Le 

The New Ford V-8 E ngine, , by Robert Stevenson... _- 

Pneumatic and Sonic Measurement of Combustion- ‘Chamber \ olume, 

Camshaft-Tappett Problems in Ford Overhead-Valve Engines, by 
Stevens, and V. L. Iles_- 

Passenger-Car Suspension Analysis, by A. C. 

New Alloys for Automotive Turbines, 

Design Factors in Automotive Safety, 

The Continental Mark II 


Their Future Use, by E. ¢ 


Stanley 


by. qa. 
. Laird, C. L 

Bodeau, R. H. and L. Lipkin 

by Donald N. Frey-- 

by A. L. Haynes 

A Design Story, by H. F. Copp. 


Bollinger, 


The a. ations of Radioactivity for the C ontrol and Testing of Automotive Materials, 
by H. Tuttle and G. E. Noakes 

Motion Senaitte ity as a Guide to Road Design, by William A. McConnell 

The Automotive Free-Piston-Turbine Engine, by Donald N. Frey, Paul Klotsch, and 
Adolph Egli . 

Shelled Molded Cast Crankshafts, by H. N. Bogart and H, C, Grant 

Effects of Radiation on Materials, by Michae] Ference, Jr 

Design Features of the New Ford Axle, by Bain Griffith 

The Future of the Free-Piston Engine in Commercial Vehicles, by O. B. Noren and 
R. L. Erwin 

The Ford Approach to Air Suspension, by C. F. O’Shea 4 

Investigating Combustion Phenomena in Unmodified Engines, by J. A. Robison, M. D. 


Behrens, R. G. 
Engineering the 


Mosher, 
Edsel, 


and J. M. Chandler 
by N. L. Blume 
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This examination also discloses that no papers have been included in 
the permanent Transactions by the witnesses who appeared before the 
subcommittee to criticize the engineering and design of today’s auto- 
mobiles. While the tabulations I have prepared only include the 
papers submitted by personnel from the three leading producers, it 
should be noted that the Transactions contain many important contri- 
butions by individuals connected with universities, Government agen- 
cies, the armed services, supplier companies, and other automotive 
firms. 

While the staff maintains that the automotive industry should be 
confined to the production of automobiles and trucks, an examination 
of these Transactions clearly shows that the profession of automotive 
engineering also embraces diesel engines, aircraft, aircraft engines, 
tractors, and other allied activities. 

In a further effort to discredit all large companies, the staff lists 
innovations which supposedly originated with the smaller automobile 
companies. Apparently it is the opinion of the staff that all innova- 
tions have equal importance. The majority’s report refers to the 
announcement of “the natural-grip steering wheel” and “the place- 
ment of the starter on the instrument panel” in the same context as the 
development of “automobile air conditioning” or of “automatic power 
braking.” ** Such a comparison is foolish. Furthermore, this listing 
is prefaced with the following statement : 

* * * Upon request of the chairman, the American Motors Co. submitted to the 
subcommittee a list of innovations originating with the smaller automobile 
companies.” 

The list of items included in the majority’s report has been checked 
against the automotive trade publications available in the Library of 
Congress. This listing is replete with errors. For example, the ma- 
jority’s report states : 


According to this list, the all-steel body was introduced by Oakland in 
1912 * * * 

The staff is apparently ignorant of the fact that Oakland was not a 
smaller automobile company but was a division of the General Motors 
Corp. since 1909. 

The majority’s report states : 

* * * Also in 1922 Studebaker came out with automatic spark control * * *,” 

This device was a development by Delco, a General Motors’ divi- 
sion. In fact, Delco ignition equipment and its automatic spark con- 
trol mechanism were used widely by many American makes as early 
as 1916. 

The majority’s report further states : 

* * * Hydraulic valve lifters, which some makes have introduced only in 
recent years, were first introduced by Pierce-Arrow in 1932 * * *.© 

Again Automotive Industries and other trade publications show that 
this device was featured on the 16-cylinder Cadillac introduced by the 
General Motors Corp. in 1930. 


SP. 24. 
7 Tbid. 
% Thid. 
*® Ibid. 
@Pp. 24. 
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The majority’s report further states: 


* * * Also in 1933 Pierce-Arrow, with the assistance of Stewart-Warner, 
brought out automatic power braking * * *.“ 

Here again the record clearly shows that this feature was first intro- 
duced in 1930 on the 16- cylinder Cadillac. 

These obvious errors are cited to indicate the extreme bias of the 
staff which seeks to disparage the great technical contributions our 
larger industrial companies have given the entire American economy. 
The majority’s report also states: 

It will be observed that Mr. Curtice lists high compression engines as pioneered 
by General Motors through its research discoveries. But the trend toward 
higher compression engines has been going on throughout most of the industry’s 
history * * *.“ 

This statement again demonstrates the staff’s complete lack of any 
understanding of modern tec hnology although it attempts to give an 
impression of erudition by quoting from various technical sources. 
A high-school student of phy sics is well aware of the fact that the 
efficiency of any internal-combustion engine will be increased by the 
use of higher compression ratios. 'The automobile industry, since its 
inception, has constantly endeavored to raise the compression ratios. 
Many contributions were made by Chrysler and others toward the 
perfection of more efficient engines through this approach. The 
majority’s report, however, fails to recognize that the development 
of tetraethyl lead by the General Motors © ‘orp. was a most significant 
breakthrough, which made it possible for both the automotive industry 
and the petroleum industry to increase the values they offer to the 
American public. The majority’s report states: 

In testifying before this subcommittee in 1955, Mr. Harlow Curtice, president of 
General Motors, presented a list of General Motors’ firsts. On two of the items 
listed by Mr. Curtice, Freon and tetraethyl lead, there seems to be little doubt 
that General Motors was primarily responsible for both the research and develop- 
ment work. Freon was the first nontoxic nonflammable refrigerant and in Mr. 
Curtice’s words “has been responsible in large measure for the great growth of 
the refrigeration industry.” ‘Tetraethyl lead was developed to eliminate engine 
knock and make possible the use of higher compression engines. Both of these 
innovations share in common a number of interesting characteristics. Neither 
was in the field of automobile manufacture per se, although the latter made pos- 
sible the use of better engines. Both represented achievements by the research 
staff of an automobile company in the somewhat foreign field of chemicals * * *.* 

These developments have saved American consumers literally bil- 
lions of dollars since their invention. If the theories expressed by the 
staff w ere followed, the General Motors Corp. would not have sought to 
pioneer in a chemical field but would have confined its efforts to auto- 
mobiles. Mr. Curtice’s testimony which was mentioned in the ma- 
jority’s report referred to another significant breakthrough in the de- 
velopment of high compression engines. 

The Transactions of the Society of Automotive Engineers for Octo- 
ber 1947 includes a paper by Mr. Charles F. Kettering, a director and 
research consultant to the General Motors Corp., entitled “More Ef- 


#1 Ibid. 
“Pp. 21. 
“Pp. 19-20. 
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ficient Utilization of Fuels.” An examination of this document is 
illuminating. Mr. Kettering said: 


Almost 30 years ago I appeared before an annual meeting of the Society of 
Automotive Engineers and presented a paper on the same subject as this one. At 
that time a study had just been made on the fundamental relationships of the 
engine and the fuels they were to burn. Engineers had long known that to obtain 
higher thermal efficiencies, the compression ratio had to be increased. In this 
early study it had been shown that raising the compression ratio increased the 
tendency of the engine to knock. The most important new thing that had been 
learned was the importance of the molecular structure of fuels on their tendency 
to knock.“ 


His paper then described the development of a new engine which 
would greatly increase consumer values. Mr. Kettering concluded his 
statement to the automotive engineers with this summary : 


In the work on high compression ratios it has been shown that, in a broad way, 
increases in economy of one-third can be expected when compression ratios are 
increased to 12.5 to 1. This work has been involved with the materials and 
energy relationships which are only a part of the entire problem. It appears 
that, with a little cooperative work between the petroleum and automobile indus- 
tries, high compression ratios are not very far off. 

It has been demonstrated that, with proper attention to structural design, 
an automotive engine can be operated at compression ratios as high as 12.5 to 1 
without any sacrifice in smoothness. Such an engine will give impressive gains 
in economy over the entire driving range.” 

The practical implementation of Mr, Kettering’s concepts were first 
presented to the American public by the General Motors Corp. in the 
1949 Cadillac. Its new engine was again described to the Society of 
Automotive Engineers by Messrs. H. F. Barr and E. N. Cole in a 
paper entitled, “The New Cadillac Engine” at a meeting of the society 
in Detroit in March of 1949. It also is included in the society’s quar- 
terly transactions. The summary of this development as it appears in 
the transactions of the Society of Automotive Engineers reads as 
follows: 

To illustrate a successful approach to the problem of designing a higher com- 
pression engine, the authors show here the course followed in the development 
of the new Cadillac engine. 

Although it appears the basic design of this engine can be used up to a com- 
pression ratio of 12-1, the authors say that the actual compression ratio of the 
future Cadillac engine will depend upon : 

1. The production of higher octane fuel at a suitable price. 

. Technological progress by the petroleum industry. 
3. The urgency of the need for conserving our natural resources. 
. How insistently the motorist demands more miles per dollar. 
Plain, old-fashioned competition.” 


The scope of scientific development in recent years has necessitated 
firms of sufficient size to support research laboratories. The majority’s 


report attempts to minimize their contribution by quoting from a book 
entitled “The Sources of Invention” whose principal author is John 
Jewkes. I have carefully read Dr. Jewkes’ excellent work. It does 
not support the theories developed by the staff. The majority’s 
report attempts to derive conclusions from this study which are cer- 


“SAKE Quarterly Transactions, Society of Automotive Engineers, Inc., New York, October 
1947, p. 669. 

# SAK Quarterly Transactions, op. cit., p. 679. 

46SAK Quarterly Transactions, Society of Automotive Engineers, Inc., New York, July 
1949, p. 444. 
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tainly not justified in view of the introductory statements of the 
authors themselves. They said: 


The aim of this essay is to try to throw some light upon at least one fragment 
of such vast and intricate matters by asking what seems at first sight a simple 
and direct question: Where and under what conditions have industrial inven- 
tions arisen in modern times? Have important changes taken place in their 
sources as between the present and the last century and, if so, why? It may, 
at first blush, seem strange that this task should have been undertaken by inves- 
tigators without training in science or technology and thereby largely dependent 
upon second-hand knowledge in fields intricate enough to deter the novice. The 
apology must be that answers now being proffered to a question of great intel- 
lectual interest, and perhaps public importance, reveal most perplexing differ- 
ences of opinion even among the informed and experienced; that current views 
are not infrequently unsystematic and inadequate, and that this study, impinging 
as it does upon history, science, technology, economics, and law, is a kind of 
every man’s land, and therefore no man’s land, in which perhaps no one can 
hope to be fully equipped at all points for the exploration. 

It was with hopes of accumulating facts and of making some contribution to 
a better understanding of the dynamics of the economic system and not of 
reaching conclusions, least of all policy conclusions, that this inquiry was 
embarked upon.” 


The staff is quite willing to reach policy conclusions. The authors 
after making an exhaustive study of this subject were unwilling to 
undertake this task. 

One of our most significant postwar developments has been the 
establishment of great research centers by America’s leading corpora- 
tions. They include the Bell Telephone Laboratories, Du Pont, Gen- 
eral Electric, General Motors, RCA, United States Steel, Ford, and 
others. None of these facilities would be available to meet the intense 
competition with Soviet Russia if any producer were limited to a size 


merely sufficient to secure maximum economy in the manufacture of a 
limited product line. 

In an effort to minimize the contributions from General Motors’ re- 
search efforts, the majority’s report goes completely outside of the 
record and states : 


In an article entitled “How Strong Is GM Research?” Fortune magazine in 
its June 1956 issue concludes that— 

“Despite the glitter of its new technical center, GM has not yet proved that 
it has a research laboratory of front rank. Until very recently Detroit had 
never done much through research as scientists understand it. Most of its so- 
called research achievements have fallen rather under the head of advanced 
engineering. 

“But for the next 10 years [1945-55], except for the fact that the technical 
center was being planned and built, there was no striking evidence that GM 
really believed in the importance of fundamental science. 

“In 10 years it should be clear whether or not GM can develop the passion for 
basic research that now exists in a few of the top industrial laboratories. 
Perhaps it will not be possible in an industry where the annual model change 
plays such a tremendous role.” “ 


Since the establishment of the General Motors’ Technical Center 
was mentioned in the majority’s report, it is well to quote from an 
address by President Eisenhower at its dedication. He said: 

This particular center is a place for leadership in furthering new attacks on 
the technological frontier. Beyond that frontier lie better and fuller employ- 


ment, opportunities for people to demonstrate yet again the value of a system 
based on the dignity of the human being, and on their free opportunities in life. 


# John Jewkes, David Sawers, Richard Stillerman, The Sources of Invention, Macmillan 
& Ss” New York, 1958, p. 11. 
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Beyond it lie people, better capable of working with others and so that they 
may share what they learn with our friends in the world. 

So in this technological center, we have this development of new machines 
responding in their efficiency to the constantly inquiring mind of the technician, 
that they in turn will produce yet broader freedoms and richer dignity for human 
beings, more rewarding lives, for all America and we hope through all the world. 

Another great research center, the Bell Telephone Laboratories, in 
the perfection of communications equipment developed the transistor, 
This invention is largely responsible for our great strides in electronics, 
It plays a most important role in America’s research efforts with 

satellites. 

Huge Government expenditures today are devoted to research and 
the Government itself maintains very large and extensive research 
establishments. Mr. T. K. Quinn, who appeared before this subcom- 
mittee on November 8, 1955,*° as a critic of big business in a book en- 
titled “Liberty, Employment, and No More W ars,” which was pub- 
lished in 1943, said: 

If we really believe it possible or desirable to break the Du Pont Co., for 
instance, into 10 or 20 small companies, or General Motors, or Westinghouse, or 
United States Steel, etc., regardless of manufacturing costs and efficiencies and get 
better results, we have missed the whole point of our new cooperative era of mass 
production and mass distribution, with more goods for more people at less cost. 
Imagine trying to live and compete with a postwar Germany, or postwar Eng- 
land, organized as Germany is now and as England surely will be, on a huge 
collective basis, getting the lowest costs through large industry and big business 
and the highest possible division of labor. Small business has its proper place 
where there are no cost savings in mass production or mass distribution, or where 
such savings are negligible. * * *” 

If we substitute “Soviet Russia” for “Germany” in Mr. Quinn’s 1943 
statement, the problem which confronts us through misdirected attacks 
on America’s greatest asset to strengthen our science and technology 
becomes apparent. 

Great emphasis has been placed on this point because it so clearly 
illustrates not only the bias but also the disposition of the majority’s 
staff to form its conclusion from a partial examination of the evidence 
rather than from the whole body of facts. 

The tabulations which I have included showing the contribution to 
science and technology by the automotive industry as revealed in the 
transactions of the Society of Automotive Engineers clearly indicates 
that diesel engines, aircraft engines, tractors, Jocomotives and marine 
engines have all been regarded | as automotive equipment by the auto- 
motive engineers regardless of the views of the staff. The concern 
of this subcommittee is to preserve and promote competition, not to 
penalize bigness nor to attempt to determine the optimum size of any 
firm. Mr. Walter Reuther in an interview with the Washington re 
resentative of the Sunday Times of London, which was published in 
that publication on June 22 said: 

I think first of all that you’ve got to recognize that big corporations, big in- 
dustry, is inevitable. You can have small companies in a relatively simple, tech- 
nical situation ; you cannot have small companies in a period of automation and 
electronics. As our technology becomes more complex, as it takes greater and 
greater investment capital, to provide 1 job for 1 worker, industry is going to be 
more and more concentrated. 


# A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary, U. S. Senate, 84th Cong., 1st sess., Pt. 6: 
General Motors, pp. 2313-2316. 

&® Congressional Record, June 16, 1955, p. 8556. 
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I think the old liberal concept that bigness was evil and that smallness had a 
natural virtue is a lot of nonsense. * * * 

I do not agree with Mr. Reuther that we cannot have small com- 
panies in a period of automation and electronics. The fact that Gen- 
eral Motors spends half of its gross receipts with some 26,000 suppliers 
proves that there is a place for companies of every size in the American 
economy, but I must agree with Mr. Reuther that attacks on bigness 
per se are a lot of nonsense. 

In conclusion, attention is directed to the following statement in 
the majority’s report: 

* * * There are on the horizon new technological developments, e. g., the 
possible substitution of plastics for steel in the body and the possible replace- 
ment of the present internal combustion gasoline engine by an electric motor— 
both of which would probably tend to reduce the optimum size of plants.” 

I know of no prospect of an electric motor replacing the present 
internal combusion gasoline engine. However, we are all keenly aware 
of the problems which confront us in matching the Russians in new 
and difficult scientific fields. If American business were organized 
in the manner suggested in the majority’s report, it would be virtually 
impossible for the Federal Government to secure any assistance from 
ieee | in undertaking research on missiles, space vehicles, complex 
electronic equipment as well as the application of atomic energy for 
both defense and peaceful pursuits. None of these activities fits into 
the neat product categories which characterize the approach toward 
the automotive industry in the majority’s report. Yet because this 
industry has maintained dynamic research organizations equipped 
with the necessary facilities, it was able to make important and sig- 
nificant contributions in the development of each of the products 
listed above. The urgent needs of our times rather than the pursuit 
of a theoretical, academic theory must dictate formulation of policies 
by both Government and industry. 


POINT 10 


The position in the majority’s réport that the automobile 
industry places too much emphasis on styling and annual 
model changes is erroneous and unfounded. 


Throughout the majority’s report there are frequent references to 
style changes. A reader unfamiliar with the industry would get the 
impression 1 that the annual model change is a new development which 
has been forced upon an unwilling public by the General Motors Corp. 
The majority’s report states: 

General Motors plays a key role in the automotive style field. Because of its 
great sales volume, it has an immense impact in framing consumer attitudes 
toward style changes. And with its financial resources, it is strategically sit- 
uated to initiate style change after style change, and thus exert inexorable pres- 
sures upon the smaller companies to do likewise. * * *™ 

In 1939 when the Federal Trade Commission made its report on the 
motor vehicle industry it noted the importance of style changes in this 
industry. It said: 


* * * No attempt will be made to explain the marked decrease in the number 
of passenger-car manufacturers and the decrease in the number of manufacturers 
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of most of the other types of motor vehicles, except to point out that economy 
of mass production, introduction of yearly models, and the increasing importance 
of the style factor, the large amount of capital required to finance new models 
in good and bad years, all favored the large manufacturing company with huge 
capital and equipment resources.” 


Even a casual review of the history of the automobile industry shows 
that there have been annual model changes, as well as drastic style 
changes, since its inception. The elaborate and costly proceedings 
of this subcommittee have developed no significant new information. 
It has long been recognized that the sale of automobiles is stimulated 
by the introduction of new models. For many years they were an- 
nounced in January. This tended to aggravate the seasonal employ- 
ment pattern of the industry, as the sales impetus of new models added 
to the normal spring demand. In an effort to stabilize production and 
employment in the automobile industry, in 1935 the date of the annual 
automobile show and the introduction of new models was moved 
forward. 

The following news item from the New York Times of November 
12, 1937, is of interest : 


Miss PERKINS TELLS GAINS IN PLANNING 


SHE SEEKS PROGRAM TO LIMIT “UNNECESSARILY HIGH LEVELS OF SEASONAL 
UNEMPLOYMENT” 


RocHESTER, November 11.—American industry is working on programs of 
stabilization of production and employment, and labor is willing to cooperate, 
Secretary Perkins told 300 manufacturers tonight at a dinner of the Associated 
Industries of New York. 

“It is highly desirable,” she declared, “that sound and practical relations be 
established in the interest of improving stabilization and increased production. 
These relations must be constructive, fair, and honorable, and must be lived up 
to by both sides.” 

Miss Perkins mentioned advertising as an important device in making stabili- 
zation of industry successful. She cited the automobile industry as one exam- 
ple of how the regularization of production brings about a reduction in the slack 
season. 

“The industry in the last 2 years, by agreement,” she added, “has taken a 
great step forward in the regularization of employment and the reducing of the 
slack season and unemployment, which so regularly in the past accompanied 
the seasonal changes in the industry, by moving ahead the date of the intro- 
duction of new models.” 

SEES PROFIT IN PLANNING 


“Seasonal unemployment in this country is unnecessarily high and is one of 
the causes entering into repeating periods of unemployment with corresponding 
reduction of income, accompanied, of course, by reduction of purchasing power 
and shrinkage of markets. Seasonal changes have shown themselves suscepti- 
ble to great modification when attacked soundly and sincerely. 

“Industries marketing perishable products or those having marked style 
changes cannot produce as far ahead of the market as can those producing goods 
which can be easily stored. But, even with perishability of material and style 
changes, careful planning can develop a plan of production and shipment which 
will keep capital investment, labor and machines efficiently employed through 
the year.’ 


If the introduction of new models had had no effect on the demand 
for automobiles, I seriously doubt that the Secretary of Labor would 
have regarded the change in the announcement date as a significant 
step toward stabilizing employment. 


53H. Doc. 468, 76th Cong., Ist sess., June 5, 1939, Federal Trade Commission, Report 
on Motor Vehicle Industry, p. 26. 
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The majority’s report implies that new models are unnecessary and, 
in fact, suggests that, in times past, styling and the competition in 
technology played a far less important role. It states: 

Why would it, therefore, not be to the advantage of Ford and Chrysler to 
refuse to emulate General Motors’ policy of making annual model changes, with 
annual price increases to cover tooling and styling costs? Why would it not 
be to their advantage to keep their models basically unchanged for a period 
of years, use the same tools and dies, avoid the promotional costs involved in 
introducing new models every year, pass those savings on to buyers in the form 
of lower prices, and stress in their advertising the lower prices, the attainment 
of the real economies of mass production which their new policy makes possible, 
and the desirability of staying with a good model once it has been achieved—a 
practice followed to an extreme by such producers of fine cars as Rolls-Royce 
and Mercedes-Benz." 


It is certainly not the function of this subcommittee to suggest how 
any manufacturer might enhance his competitive position, or how he 
should operate his business. Once again the staff demonstrates its 
desire to impose its economic concepts on an industry. Although 
lacking both technical and practical knowledge of the subject, it 
makes glib pronouncements. Because there is a basic resemblance 
in the styling treatment of present Rolls-Royce and Mercedes-Benz 
products with their predecessors, it jumps to the conclusion that 
there have been no dames in tools and dies. Nothing could be 
further from the truth. An examination of the trade publications 
available in the Library of Congress shows that Rolls-Royce has pro- 
duced a wide variety of models, some with a large 6-cylinder engine, 
later with 12-cylinder engines, and, more recently, with an entirely 
different line of 6-cylinder engines. There have been frequent drastic 
changes in the transmission, spring suspension, and in almost every 
major component. In effect, the present car is completely changed 
from models produced only a few years ago. Its i. wie requires 


different tooling and dies throughout. 
During the course of the hearings, the chairman raised this ques- 
tion: 


* * * Why is it, in the twenties, Ford had his model T and General Motors 
had a Chevrolet, and at other times over a period of several years there were 
not these drastic changes that you see from one year to another now?” 


Packard, with is distinctive radiator design, is regarded by many 
today as a make which maintained the continuity of styling which is 
implied by the chairman’s question. Yet these nostalgic memories 
are destroyed by an examination of the record. 

Actually, the 1920’s were marked by a succession of both styling 
and technical changes. A book entitled “A Pictorial History of the 
Automobile as Seen in Motor Magazine, 1903-53” summarizes the 
changes in the Packard line during the period referred to by the 
chairman. It states: 

Packard made a twin 6 exclusively from 1916 to 1920, and also produced it 


up to 1923 as a running mate to a new 6. Throughout the years, this 12 had 
a piston displacement of 424.1 cubic inches, and 3- by 5-inch cylinders. At the 


state it was moderately priced at $2,750, but the figure rose as high as $6,000 in 
1921, and then receded to $3,850 in 1923. 


%P, 149. 
% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, p. 2512. 
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The single 6 was introduced in 1921—a 52-horsepower car with a 116-inch 
wheelbase, listing at $2,795. Cylinder size was enlarged from 3% by 4% to 
8% by 5 inches in 1923, and was increased again in 1926 to 3% by 5 inches, 
where it: remained through 1928. 

A straight 8, selling for $3,650, came out in 1924, with 3%- by 5-inch cyl- 
inders. Bore was enlarged one-eighth inch in 1927, and these cylinder di- 
mensions were maintained through 1936. A smaller 8, in the $2,500 class, was 
made from 1929 to 1932. 

A twin-six engine of new design came out in 1932. Its original selling price 
was $3,745, whereas it cost $4,155 the last year it was made, 1939. It had a 
huge engine, which rose from 160 horsepower in 1932 to 175 horsepower in 
1939. A popular-priced straight 8 at $1,060 was brought out in 1935, and a 
$995 6 of similar design in 1937. A luxury car, a large 8, instead of a 12, 
was sold from 1940 to 1942.” 


During the 1920's, 4-wheel brakes, straight-8 engines, balloon tires, 
safety glass, the synchromesh transmission, and chrome plating were 
but a few of the more obvious major developments during this nostalgic 
period when the industry was supposedly engaging in a different form 
of competition than it is following today. 

The facts show that competition in styling and technology have been 
the primary factor 's which have characterized the automobile industry 
as one of America’s most competitive endeavors. The majority’s re- 
port fails to associate important engineering developments with style 
changes. Actually, the annual model change provides an opportunity 
to incorporate new research developments as well as to change machin- 
ery and productive techniques so as to take advantage of. improved 

rocessing, thus reducing costs. In addition, it appeals to customers 
y improving the appearance and attractiveness of the product itself. 

Mr. Yntema, in describing the changes between the 1949 and the 

1958 Ford, said: 


Mr. YNTEMA. Rated horsepower has been increased from 100 to 205, or by more 
than 100 percent. Even after adjustment for the increase in car weight, horse- 
power is up 90 percent. Torque, perhaps a better measure of the engine’s 
performance, is up by 63 percent. 

These changes have brought significant improvements in the performance and 
operating responsiveness of the car. For example, from a standing start, the 
1958 Ford will travel 27 feet farther in 4 seconds and 115 feet farther in 10 
seconds than did the 1949 model. This provides for much greater maneuver- 
ability in traffic; it is the mechanical equivalent of faster reflexes in human 
beings. 

The 1958 model can go 940 feet in 10 seconds, on the basis of acceleration from 
50 miles per hour. This is 9 percent farther than the 1949 model. The effect 
of this improvement is to reduce the time that a driver must spend in the opposing 
traffic lane while passing another car. 

These substantial increases in performance and safety have been achieved 
without sacrificing fuel economy. In fact, the 1958 engine gives 1.4, or 7 percent, 
more miles per gallon at 30 miles per hour than did the 1949 engine. Even at 
60 miles per hour, the 1958 engine gives better gasoline mileage than did the 
1949 engine. * * * 

Senator Kerauver. What is the additional length of the 1958 automobile? 

Mr. YNTEMA. I have it here, sir. 

It is 5 inches longer, 6 inches lower, 240 pounds heavier, 20 percent more glass 
area, and so on.” 


5 Philip Van Doren Stern, A Pictorial History of the Automobile as Seen in Motor Maga- 
zine, 1903-53, the Viking Press, New York, 1953, p. 57. 

57 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
ee Judiciary Committee, U. S. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, pp. 2667- 
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Again, during the course of the hearings, the chairman asked a 
witness : 


How does it happen this year everybody has these double headlights? Was 
that planned 2 years ago?™ 


To some, double headlights may appear as merely a new style de- 
velopment. Their true function was deneritied in testimony before 
the House Special Subcommittee on Traffic Safety of the Committee 
on Interstate and Foreign Commerce. 

This particular development was sponsored by the entire industry. 
Mr. ©. A. Chayne, vice president in charge of the engineering staff, 
General Motors Corp., said: 


Following the conception of the sealed-beam system, in 1937, the lighting 
committee, well recognizing the merit of the four-headlamp system, were am- 
bitious to add its advantages to those of the sealed beam. This proved to be 
untimely, as some of the technical problems I have just mentioned were still 
unsolved. 

The industry, however, still cognizant of the advantages of the four-headlamp 
system, has recently succeeded in solving the problems associated with it. 

The introduction of the mechanical aimer in 1955 was the solution to the final 
problem. Inasmuch as methods for further improvements in the 2-headlamp 
system could not be foreseen, the vehicle-lighting committee proceeded with de- 
velopment work on the 4-headlamp system. Fortunately, the preceding back- 
ground of laboratory work on the optics of the four-headlamp system consider- 
ably shortened the time required for developments; hence, it was possible, by 
using experimental lamps, to demonstrate the system to the engineering sub- 
committee of the American Association of Motor Vehicle Administrators at San 
Antonio, Tex., February 15, 1956. 

Improvements were made and shown to the associations’ engineering subcom- 
mittee at their annual meeting in Detroit, June 27, 1956. The introduction 
of the system now awaits final ratification by the American Association of Motor 
Vehicle Administrators at their national meeting in Winnipeg this week. Legis- 
lative action in 11 States will be required to change existing regulations. 

Now the use of the new system is contemplated on a limited basis on some 1917 
cars and greatly expanded use is predicted for 1958 and future models. Al- 
though this system provides improvements in the upper beam, the outstanding 
accomplishment is the greatly increased distance which the lower beam provides 
for seeing along the right hand side of the road.” 


This development required years of planning as well as close liaison 
work with the Motor Vehicle Administrators of the 48 States. 

The majority’s report attempts to minimize the usefulness of the 
so-called wraparound windshield, which Mr. Curtice listed as a Gen- 
eral Motors’ first. It states: 


* * * He (Mr. Romney) went on to cite the wraparound windshield as a 
specific example: 

“They (the Big Three) introduced wraparound windshields that do not signifi- 
cantly improve vision and made them a hallmark of modern design. A small 
company could not have made the wraparound windshield a successful thing 
because when you get right down to the guts of it, it has no basic advantages 
over the straight windshield, and yet through advertising and promotion you 

ean make an item of that type become absolutely the hallmark of a modern 
ear, if you have got a large enough percentage of the total market to do it.” ® 


The survey of consumer preference conducted by Dr. Ruby Turner 
Norris indicated that out of 102 respondents to her questionnaire 80 
wanted good visibility. 





58 Ibid., p. 2671. 

5° Traffic Safety, hearings before the Subcommittee of the Committee on Interstate and 
roraee Soeemeres, House of Representatives, 84th Cong., 2d sess., pp. 334-335. 
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The large increase in the glass areas of modern cars as described by 
each of the industry witnesses necessitated a complete restyling of 
their products. This was the only way that the increased visibility 
the customers demanded could be obtained. Testimony was submitted 
which showed that the glass area in the 1948 Chevrolet was 2,230 
square inches. Its 1958 counterpart had 3,576 square inches, an 
increase of 1,346 square inches or 60 percent.® 

The majority’s report suggests that the quality of new cars has deter- 
iorated because of annual model changes. It states: 


According to Mr. Crooks, new-car quality in the sense of workmanship and 
freedom from mechanical imperfections at the time of delivery has deteriorated 
in recent years. He stated that on the basis of Consumers Union’s testing experi- 
ence, “we feel that the quality is on the whole going downhill * * *”® 


The difficulties described by Mr. Crooks may stem from too much 
concentration on how the fruits of industry are to be divided. In any 
event they cannot be attributed to the frequency of new models which 
have always been characteristic of the automobile industry. The 
majority’s report continues: 


No company can anticipate perfectly all of the problems which will arise when 
a carefully engineered pilot model is translated into the mass-produced vehicle 
which rolls off the assembly line. Thus minor design errors or unforeseen 
mechanical defects frequently show up early in the production run. In the days 
when a given model was kept with little or no change for a period of 3 or 4 years, 
manufacturers had the time and the incentive to correct these errors * * *.™ 


A review of the trade publications fails to disclose that there ever 
was a period when a manufacturer had 3 or 4 years to correct these 
errors. The majority’s report continues: 


* * * Alterations could be made in jigs and dies, and special attention could 
be given to the elimination of bugs in the first year of the model run, so that in 
subsequent years the car would approach mechanical perfection. 

Neither the time nor the incentive for this exists today * * *.% 


Mr. Reuther in his testimony described today’s productive equip- 
ment. Hesaid: 


In 1951, the Ford Motor Co. opened up a new engine plant in Cleveland, Ohio, 
adjacent to the municipal airport. It was the first fully automated engine plant. 
They take a rough casting of a V-8 engine, which is a very complex piece of 
engine compared to a model T engine block. They bring it from the foundry and 
feed it into the automated feeding line, completely automatic, and without a 
worker’s hand touching that engine block, 14%9 minutes later it is fully machined. 

I went through that plant many years back and the people who were showing 
me around said to me—I could hardly see the workers because there were just 
a few here and a few there, watching electric panels, red and green lights, going 
on to show where the machine was operating to standard. 

When all the green lights were on, it meant every tool in a battery of machines 
was up to performance, meeting the precise tolerances of the machining operation. 

When an amber light came on, the machine was still operating but there was 
a signal that the tool in station No. 82 was becoming fatigued. The worker 
got a replacement tool, walked over in front of 82. When the red light went on, 
the machine stopped, he put the new tool in, the green light came on and the 
operation went on. 

Without a worker’s hand touching it, 14%9 minutes later the engine block was 
fully machined.” 


*2 Ibid., p. 2481. 

8 Pp. 83-84. 

“Pp, 84. 

®Pp, 84. 

* Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Judiciary Committee, U. 8. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, pp. 2206— 
2207. 
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No manufacturer sets up such complex equipment until he knows it 
will work and perform satisfactorily. 

The statements in the majority’s report again reveal a complete lack 
of familiarity with manufacturing processes. There is no evidence 
that quality could be improved by deferring model changes. This is 
but another attempt by the staff to justify its preconceived theory with- 
out any support in the record from those with experience in the design, 
production, and manufacture of automobiles. 

The majority’s report relies almost exclusively on the testimony of 
Mr. Crooks, of the Consumers Union. It states: 


* * * All 1958 models above the lowest priced Ford, Chevrolet, and Plymouth, 
according to Mr. Crooks, have larger engines and higher horsepower than the 
Cadillac and Chrysler in 1955. 


To contain such large powerplants, the cars themselves are larger in size and 
heavier, as are the essential automotive parts * * *.” 


All automobile manufacturers succeeded in increasing the efficiency 
of their postwar cars so that the pounds per horsepower of modern 
engines is far less than 10 years ago. A paper describing the 1949 
Cadillac engine, already referred to, by H. F. Barr and E. N. Cole, 
shows that the engine weight for the 1949 model was only 699 pounds 
as contrasted with 887 pounds in the 1948 model. The pounds per 
horsepower declined from 7.15 to 5.25 between the 1948 and 1949 
models.* 

In discussing power steering the majority’s report also refers to tes- 
timony by aie Lotions Crooks. It states: 


* * * Consumers Union, which tests cars each year as they make their ap- 
pearance, recommends that all cars above and including the higher-priced models 
of Chevrolet, Ford, and Plymouth should be bought with power steering. At the 
subcommittee hearings, Mr. Laurence E. Crooks, automotive consultant for this 
group, testified that the weight of these cars is now so great that parking with- 
our power steering is very difficult; and that, on the highway, the wheel cannot 
be handled quickly enough to make a sudden maneuver and recover from it. 
He stated : 

“Therefore, we are forced to recommend power steering in order to reduce the 
ratio and allow the wheel to be turned more quickly. * * * And cutting down the 
ratio does give a measure of safety compared to the same car with manual steer- 
ing on the highway.” 

However, power steering has the disadvantage that “it does not give you the 
same feel of the road.” He explained: 

No race driver, of course, will drive a car with power steering in a race. He 
will not know what is happening regarding the adhesion of the tires to the road, 
and so on. That is the basis of our preference for manual steering, but it can 
only be satisfactory as to effort on cars that do not weigh very much.” 


Most 1958 cars weigh far less than the larger prewar cars, such as 
the Packard, Lincoln, Pierce-Arrow, and Cadillac, built before the 
advent of power steering. Manufacturers are not building racing 
cars and power steering was not adopted because it was believed it 
would assist a race driver. Its attractiveness lies in the fact that it 
makes cars easy to park and more maneuverable in city traffic, par- 
ticularly for women drivers. 

The hearings are devoid of anything which even remotely would 
suggest that annual model changes are not in the public interest or 
that they reflect a sinister General Motors’ scheme to reduce competi- 


*P. 89 


* The New Cadillac Engine, H. F. Barr and EB. N. Cole, SAE Quarterly Transactions, July 
ay 8, No. 8, p. 445. 
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tion in the industry. If the General Motors Corp. does not restyle or 
if the styles it develops are not acceptable to the customer, it will lose 
volume to other producers. The staff endeavors to give the impression 
that the General Motors Corp., because of sheer size and economic 
power, can survive mistakes in the market place. This position is 
also contradicted by the facts. 

One important General Motors’ division, Buick, lost sales when its 
styling was unsatisfactory to the customer in 1929. Trade publica- 
tions show that three General Motors’ makes have disappeared from 
the market since that date. They include: the LaSalle, the Marquette, 
and the Viking. 

Chrysler’s postwar experience is impressive. The fact that its 
1953 models were not well received was a clear indication to the indus- 
try that customers were not interested in a short, high car. They 
preferred lower cars with more graceful lines. On the other hand, 
the outstanding success of Chrysler in 1957 provided an equally clear 
incentive to other producers. In 1957, Ford outsold Chevrolet because 
the customers preferred the restyled Ford to the less altered Chevrolet. 
The majority’s approach to the annual model change is dominated by 
an overemphasis on appearance styling. 

Engineering advances are equally “important. The tooling costs 
which were reviewed during the course of the hearings are not a 

result of merely style changes. They involve the necessity to increase 
capacity, to replace old tools with new ones providing greater pro- 
ductivity as well as to replace tools made obsolete by engineering 
designs having no relation to styling as such. 

The majority’ ’s report places great emphasis on the fact that ac- 
cording to trade papers, the General Motors Corp. will introduce a 
new line of cars s annually with minimized tooling costs. It states: 

The difficulty is that according to all present indications style competition 
will, if anything, increase in the future. For a number of years General Motors 
has utilized three basic body shells: The A shell for Chevrolet and Pontiac, the 
B shell for most Buicks and for Oldsmobile, and the C shell for heavy Buicks and 
Cadillac. Since the body shell is the most expensive component to retool, it has 
been the company’s practice in the past to stagger the body tooling program— 
changing B and C bodies in one year and A bodies in the next. General Motors 
has announced a departure from this policy beginning with the 1959 line. All 
General Motors cars will use the same basic body shell; relatively inexpensive 
inserts will provide variations in body size among the different lines. 

This development could conceivably offer consumers some hope for price cuts, 
via reductions in unit overhead cost, but apparently price reduction is not what 
General Motors’ management has in mind. According to Business Week, the 
use of a single basic body shell “makes possible, even encourages, more model 
changes every year rather than on the traditional 2-year or 3-year cycle * * *”™ 

If the staff had been as diligent in developing data that would dis- 
prove its preconceived ideas as it had been in assembling dubious 
material to establish its faulty premises, it might have discovered that 
this particular practice was first developed by “the Chrysler Corp. An 
article in Iron Age on May 22, 1958, stated: 

From now on, all GM cars will share tne same basic body. Until this year, 
the auto giant’s products have been built around three body shells. Chevrolet 
and Pontiac have shared the smallest A body. Oldsmobile and most of the 
Buick line shared the larger B body. Cadillac and the top Buicks shared the 


big C body. 
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Upheaval in tooling. In itself, the program is not unique. Chrysler Corp. 
introduced the idea of having a single body to do the work of several with its 
1957 models. Plymouth, Dodge, DeSoto, and Chrysler are cousins under the 
sheet metal. Imperial retains a separate body.” 


The June 1958 issue of Fortune also refers to Chrysler’s pioneering 
work in reducing the cost of producing new models. It included this 
statement : 


* * * on the chassis for each of the five Chrysler makes, the engineers put 
what for all practical purposes is the same body shell. This does not mean 
that body shells are identical. But enough of the basic major panels and parts 
are the same, from Plymouth through Imperial, for the company to effect major 
Savings. All Chrysler-made station-wagon bodies are identical; trim and ex- 
terior sheet-metal styling make the only differences in the appearance of Dodge, 
DeSoto, Chrysler, and Plymouth station wagons. 

Such resourcefulness surprised Detroit, which had not expected anything quite 
that sharp from Colbert’s boys, and now even GM is starting to do the same 
thing with bodies for all its brands except Cadillac * * *.” 


The majority’s report suggests that in spite of annual model 
changes the variety of alternative choices available is less than some 
yearsago. It states: 


With the elimination of all but two of the independents, the alternative choices 
available to the automobile buyer have been correspondingly narrowed. At the 
opening of the subcommittee’s hearings on automotive demand, Senator 
Kefauver quoted the noted essayist, E. B. White, as follows: 

“Thirty or forty years ago, when a man wanted a car, he had a fabulous assort- 
ment to choose from—everything from a Jackrabbit to a Bearcat. Big cars, 
small cars, medium-sized cars, cheap cars, expensive cars, moderate-priced cars, 
high cars, low cars, open cars, closed cars, gas cars, steam cars, electric cars; 
it was paradise. The trend in manufacturing has been to standardize the auto- 
mobile, as though the consumer were himself standard and fixed. Big cars have 
grown smaller, small cars have grown bigger, all cars have grown lower, all 
cars have gone up in price. Sales of most American cars are lagging; only the 
foreign cars are enjoying an active market.” ™ 


It also states: 


According to the findings of the University of Michigan’s Survey Research 
Center, the similarity in styles resulting from this acceptance of the GM product 
philosophy was one of the causes of the slump in car sales in 1958. Appearing 
before the subcommittee, Dr. George Katona, director of the center, said: 

“There are a number of factors which all worked together. One is this gen- 
eral uneasiness, the other is the high price in autos. And another is the fact 
that the auto buyer is not stimulated by new models. He does not find an assort- 
ment. Every car is alikein his opinion. There are no choices. No department 
stores would dream of showing a housewife one single dress, here it is, buy it or 
leave it. This is the situation which today most auto buyers find themselves in, 


no assortment.” ™ 

The testimony clearly shows that the consumer today is offered a 
wider variety of choices than probably ever before. He, of course, can 
buy small foreign cars. Among them are products of American firms 
operating abroad, including the Opel, which is produced by the Gen- 
eral Motors Corp. in Germany and imported for sale by General 
Motors’ dealers in the United States."* It includes the very popular 
cars, produced by American Motors. Then the offerings range from 
the stripped down models of Ford, Chevrolet, and Plymouth to the 


1 GM Heads for Annual Retooling, The Iron Age, May 22, 1958, p. 98. 

72 Chrysler’s Private Depression, Fortune, June 1958, p. ist. 

3 Pp. 10-11. 

4 Pp. 92-93. 

7% Administered Prices, hearings before the Subcommittee on Antitrust and-Monopoly.of 
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294 ADMINISTERED PRICES—AUTOMOBILES 





Chrysler Imperial, the Lincoln Continental, and the Cadillac Eldo- 
rado Brougham. The consumer is offered choices of engines, suspen- 
sions, transmission systems, all incorporating widely different engi- 
neering concepts—each having its particular advantages or disadvan- 
tages. The automobile industry meets the demand of the American 
consumer for individuality by permitting him to select not only the 
colors and upholstery styles but all of the many other optional features 
without the loss of the benefits derived by the economies of mass pro- 
duction. This is itself isa colossal achievement. 

The annual new model change provides a constant stimulus to com- 
mere to improve the product they offer in the market. This is shown 
»”y the following testimony from Mr. L. L. Colbert, president of the 
Chrysler Corp. who said: 

Competition also largely dictates the amount of product innovation each com- 
pany must achieve if its individual lines are to find a profitable market. 

One of the great forces in the American way of doing business, I am convinced, 
is the high degree of competition that exists in innovation—in the steady stream 
of new and improved products, new devices, and new conveniences with which 
American business seeks to meet the desires of the consumer. Competition in 
innovation is especially keen in the automobile industry. 

Chrysler Corp. always has been a challenger—an innovator. Our company 
pioneered all-steel bodies, four-wheel hydraulic brakes, floating-power engine 
mounts, power steering, push-button transmission, Torsion-Aire suspension, and 
many others. This kind of competitive spirit has characterized this company 
from the beginning. 

When Walter P. Chrysler reorganized Chrysler Corp.’s predecessor, the Max- 
well Motor Corp., in 1921, it had less than 2 percent of the automobile market. 
Two companies had the bulk of the business, and most people considered them 
entrenched in their position, Ford and General Motors. 

By the end of 1927, 2 years after Chrysler Corp. was formed, it had risen 
from 23d to 4th place in the industry. It was making only Chrysler 4- and 
6-cylinder cars, but it had designed and tested 2 new automobiles, the Plymouth 
and the De Soto.” 


Mr. Colbert’s statement was amplified in testimony by Mr. Paul C. 
Ackerman, vice president and director of engineering, who said: 


* * * There seems to be a belief in some quarters that cars are not changed 
much fundamentally from year to year, that the only way we increase value is to 
make standard some item that previously had been offered as optional equipment. 

Nothing could be further from the truth. Actually, each year we make sig- 
nificant improvements in some of the fundamental parts of the automobile, and 
expensive and extensive testing and developments must precede each change. 

For instance, this year our Plymouth automobile has more powerful and more 
efficient engines, and substantial improvements in headlights, seats, engine 
mounting, automatic choke, and even the brake fluid. Such improvements in- 
crease the value of an automobile to the owner but sometimes the magnitude and 
significance of these year-to-year changes may not be apparent to the casual 
observer. 

The best way to appreciate the value of these yearly changes is to consider 
their cumulative effect over a longer period and see how the cars of 10 or 20 years 
ago differ from the cars of today—both in the nature and specifications of their 
components and in their value and utility to the owner. 

Let me tell you a little about the value growth of the Plymouth car by compar- 
ing some of the features of the 1958 Plymouth with those of 1938 and 1948. 

Plymouth’s basic 1958 V-8 engine is rated at 225 horsepower, more than twice 
the power of the 1948 6-cylinder engine and almost three times the power of the 
1938 engine. 

Its capabilities are such that it offers outstanding performance while leaving 
a wide margin for safety and it is much more efficient than the sixes of 19388 and 
1948. 
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The steering and suspension system in the 1958 Plymouth car provide comfort, 
ride, and handling characteristics that are greatly superior to those of the 
earlier models. 

The 1958 Plymouth brakes have nearly twice the energy-absorbing capacity 
of the earlier types, and wear much longer. It is easier for the driver to control 
the car with the new brakes, since much less pedal effort is needed to generate the 
required stopping force. 

There are more than 11,000 feet of electrical wiring in the 1958 Plymouth, 
compared to 6,350 feet in a 1938 car. There are almost twice as many lights, 
and the total number of electrical assemblies that must be provided for in engi- 
neering the car has more than doubled since 1938. 

The 1958 Plymouth has 27 standard body items for improved safety, con- 
venience, or comfort that were not even available in 1948. * * * 

* * * Twenty-seven standard body items that contribute to improved safety, 
convenience, and comfort that were not even available in 1948 models and 48 
items that were not available in the 1938 models. 

The 1958 car has a longer wheelbase, a longer overall length, and is lower and 
wider. 

The interior is much more spacious and comfortable, with wider seats, more 
hip room, shoulder room, leg room. 

The trunk compartment of the 1958 sedan provides almost twice the storage 
capacity that was available in the sedan of 10 years ago. 

Higher quality upholstering materials, improved sound installation, superior 
heating and ventilation, and pleasantly appealing interior styling contribute to 
riding comfort and enjoyment that was not approached 20 or even 10 years ago. 

The 1958 Plymouth is much safer, and one of the factors contributing to this 
safety is greatly improved visibility. Today’s Plymouth has almost twice as 
much glass area as in 1938 and 1948 Plymouths. Its dual sealed-beam headlamps 
have more candlepower and a much better light pattern. 

Its improved handling and control also contribute to safety. 

The driver and passengers are protected by certain safety features in the 
present Plymouth that were not available even 10 years ago. 

These include safety door latches, integral seats, receding steering wheel, 
swivel-mounted rear-view mirrors. Padded instrument panels, padded sun visors, 
seat belts are available now as extra safety equipment items. 

Although some people have a misconception that automobiles built many years 
ago were more durable than modern cars, actually, Automobile Manufacturers’ 
Association figures show that the average life of motor vehicles has increased 
43 percent since 19388 and average car mileage at the time of scrapping has 
increased 71 percent. 

This durability contributes to the real worth of an automobile and results in 
more dependable transportation, lower maintenance costs, and lower deprecia- 
tion—all hidden reductions in the cost of owning an automobile today. 

In summary, the 1958 car is larger, roomier, more powerful, more efficient, 
more durable. It is more comfortable and more attractive. It is easier to care 
for and pleasanter to drive, and, above all, it is safer than either of the 1948 
or 1938 automobiles. 

These factors highlight the design advancements made in one of our cars 
separated by 10-year intervals. They dramatize the process by which auto- 
mobiles evolve. 

This evolution is the cumulative result of improvements made each year. 

The net result of these many innovations and improvements is a constant, 
significant increase in value, both direct and indirect, to the customer. 

This constant change and improvement is a vital part of our competitive 
system. We got into this business by offering more value per dollar and we 
have progressed by continuing to do this. 

I would like to emphasize again that the rapid cycles of product design ad- 
vancements have occurred in response to competitive forces arising from market 
pressures.” 


™ Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
the Committee on the Judiciary, U. S. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, 
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Manufacturers with multiple product lines naturally attempt to 
cover every variety of taste. The following colloquy is significant: 


Senator Dirksen. Mr. Colbert, how persuasive is the disposition of the public 
to sort of unconsciously put certain cars in a given class and more or less expect 
that they will be uniformly priced, or reasonably so? 

By that I mean this: Take Chevrolet and Ford and your car of that class, 
insofar as I know there is a disposition to just rank them at about the same 
level, and if you have a sharp price disparity, quite aside from your costs, you 
will either suffer in sales or if the disparity is great enough, somebody is going 
to lose some money along the line. 

Mr. Cousert. Well, if I understand your statement correctly—Bill, would 
you like—Mr. Flaherty, would you like to comment on it? 

Mr. FLanerty (director of business research). I think, Mr. Colbert, I might 
make a comment that would help this. It is important to note that the growth 
of the industry has manifested a development of what we refer to as several 
price classes of cars reflecting the demands of various types of buyers and the 
capacities of various income groups to purchase these cars. 

Within any one of these price classes from the very beginning there has been 
intense competition to supply the maximum amount of product value. 

Cost has necessarily to be a limiting factor because of the limitations in the 
market place in available income. So the similarity within a price class through 
the years in the character of the product is a phenomenon of the market place 
and does not represent any attempt of one manufacturer to ape another. 

The history of the evolution of powerplants, and of suspension systems, steer- 
ing systems, general performance and safety characteristics of the car, indicates 
that the pressure on the manufacturer’s part has been on the top side for the 
best product available. 

The similarity of substantial parts of cost structures, wages particularly limit 
the variability within the area in which the manufacturer is free to cover or 
not cover his costs or free to change or not change price.” 


An examination of the record including the same documents con- 
sulted by the staff completely disproves its unfounded assumptions 
with respect to the contributions of the automotive industry in giving 
the American public better, safer, more comfortable transportation 
at, lower real costs. 

Styling which has been condemned by the staff is associated with 
the changes in all products and conveniences which enhance the 
American standard of living. The American skyline is constantly 
changing. New buildings with stainless steel, glass, aluminum, and 
copper are replacing many structures which are still capable of ren- 
dering many years of additional service. Park Avenue, one of New 
York’s most famous residential streets, has been literally torn down. 
Serviceable apartment houses houses have been replaced by mod- 
ern office buildings. Downtown Pittsburgh, the Detroit waterfront, 
Chicago with its Prudential building are all indicative of the fact that 
change is demanded by the American people. Competition requires 
the ability to meet the demands of the consumer who under our form 
of economy is the supreme arbiter of the fate of every producer. 


POINT 11 


The position in the majority’s report that the General 
Motors Corp. is a conglomerate enterprise which gives it an 
unfair advantage over its competitors is erroneous and un- 


founded. 


% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
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The majority’s report states: 


* * * General Motors derives its strength from a number of other and less 
well-recognized sources. To a much greater extent than any of its competitors, 
it operates in a variety of industries other than automobiles, such as railroad 
locomotives, household appliances, buses, earth-moving equipment, and 
others. *** ™ 

During the course of the hearings I addressed the following question 
to the chairman: 

I address this first of all to my distinguished and very amiable chairman, 
whether or not there has been any thinking in the committee that we ought to 
be considering some proposal to whack up an enterprise or spin off, as they say, 
anything that is not related to the main line of endeavor like the manufacture 
of automobiles. Is that within the thinking of any member of the committee, 
because I would like to sort of psychologically prepare myself for it if that is 
the case?” 

The majority’s report suggests that its staff is opposed to any cor- 
poration engaging in a number of what it regards unrelated activi- 
ties. These ideas were first expressed by Dr. Blair in his book, Seeds 
of Destruction. He said: 

Another important aspect of this process of centralization lies in the develop- 
ment of what Dr. W. H. S. Stevens has termed the “conglomerates.” These 
conglomerates are characterized by their production of a large number of com- 
plementary, supplementary, closely or only vaguely related goods. The con- 
glomerate does not represent the mere coming together of producers who turn 
out similar products; it is not an integrated trust whose entire activities are 
directed toward the production and sale of one principal product; rather the 
conglomerate represents an expansion into the production of goods which are 
related only through very indirect ways.” 

It has already been shown its nonautomotive activities account for 
about 10 percent of the sales of the General Motors Corp. However, 
if we are to encourage scientific research and development, it is naive 
to suggest that research must be placed into compartments and no 
effort made to find commercial products to utilize the fruits of scien- 
tific discoveries. 

Outstanding examples of so-called conglomerate activities referred 
to in the majority’s report include railroad locomotives and earth- 
moving equipment. In each instance the primary reason for General 
Motors’ production in these fields may be attributed to its develop- 
ment of a light-weight two-cycle diesel engine. 

My examination of Dr. Jewkes’ excellent book, The Sources of 
Invention, shows that since the earliest development of steam engines 
efforts have been made to increase power, reduce fuel consumption 
and the size and weight of all powerplants. 

Diesel engines had been manufactured by many firms both here and 
abroad, long before the General Motors Corp. produced its particular 
version of this powerplant. Its success lies in the fact that it suc- 
ceeded in producing more power with less weight and less bulk. This 
development enabled it to render a service to American railroads. 

The majority’s report attempts to attribute the success of the Gen- 
eral Motors Corp. in the locomotive business to size, financial power, 
and to every reason except the one set forth by the buyers of its 
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locomotives. A speech by Mr. James M. Symes, president of the 
Pennsylvania Railroad, delivered in Chicago on September 7, 1955, is 
contained in an exhibit included in the record. He said: 


* * * T don’t think you gentlemen would want me to fail to mention briefly 
some of the many fine constructive contributions General Motors has made in 
the past—nor to fail to express our desire for their aid in continuing research 
and development work in the future, to our mutual advantage. 

The greatest single contribution to the economic and efficient operation of 
our railroads during my 40 years of association with the industry has been the 
development of the diesel locomotive. We all know the important part General 
Motors has played in that development. Today they have 23 million horse- 
power operating on our railroads in more than 16,000 diesel units, some of 
which have made between 2% million and 3% million miles and are still on 
the road performing quite satisfactorily. I would guess that this development 
alone is saving the railroads a minimum of $500 million a year, with initial 
investments being paid off in 3 to 4 years.” 


Once again the record shows that success in any market can only be 
assured by giving the customer the product he desires. 

The majority’s staff endeavors to attribute General Motors’ success 
in the locomotive business to its acquisition of two firms, the Winton 
Gas Engine & Manufacturing Co. and the Electric-Motive Co. Ina 
footnote, the majority’s report states : 

Another innovation cited by Mr. Curtice as also having been developed by 
General Motors, but which is also outside the field of automobile production, 
is the two-cycle, lightweight, diesel engine. The success of General Motors in 
this field was facilitated by its purchase of two small companies, Winton Gas 
Engine & Manufacturing Co. and the Electro-Motive Co. Winton had con- 
structed the first diesel to be built completely within the United States, while 
Electro-Motive had constructed a large number of rail cars with a gas engine 
and electric transmission. By acquiring these firms, “General Motors thereby 


brought under their control some of the most experienced persons in this branch 
of engineering.” “ 


The source for this information is shown as the book by Messrs. 
Jewkes, Saivers, and Stillerman. 

The fact of the matter is that no two-cycle diesel engines of mod- 
ern design were produced by Winton prior to its acquisition by Gen- 
eral Motors, nor did the Electric-Motive Co. produce any passenger 
or freight main-line locomotives until the middle 1930’s. At the time 
these two companies were acquired, General Motors had no position 
in the locomotive business. On the other hand, the two leading lo- 
comotive builders in the United States were the American Locomo- 
tive Co. and the Baldwin-Southwark Corp. The majority’s report 
ignored the fact that each of these firms purchased diesel-engine 
producers. 

The New York Times on November 1, 1929 reported that: 

William H. Woodin, chairman of the board of the American Locomotive Co., 
announced yesterday the acquisition by his company of the McIntosh & Seymour 
Corp., of Auburn, N. Y., manufacturers of diesel engines for marine, stationary, 
and transportation use. The acquired company was famous years ago for its 
steam engines, and in 1914 turned its attention to the diesel engine, of which it 
is today the largest exclusive maker in this country. 

Mr. Woodin said the purchase was in furtherance of the policy of the American 
Locomotive Co. to participate in every development which promised to add to 


the efficiency of the railroads, and also to meet the growing demand for diesel 
engines for rail motor cars, buses and tractors. 


82 Administered Prices, hearings before the Subcommittee on Antitrust and Menoray of 
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This statement by Mr. Woodin, who, incidentally, served as the first 
Secretary of the Treasury under President Roosevelt, suggests that 
McIntosh & Seymour, rather than Winton, was the most important 
diesel-engine producer. 

The 1931 report to stockholders of the Baldwin-Southwark Corp. 
contains this statement : 

During the year, your company purchased from Cramp Morris Industrials, 
Inc., all of the capital stock of the following companies: Federal Steel Foundry 
Co., with a steel foundry located in Chester, Pa.; the I. P. Morris & De la Vergne, 
Ine., engaged in the manufacture of hydraulic turbines, diesel engines, and re- 
frigeration equipment, with a plant located in Philadelphia; the Cramp Brass & 
Iron Foundries Co., engaged in the manufacture of brass and iron castings, with 
foundries located in Philadelphia; and the Pelton Water Wheel Co., engaged in 
the manufacture of hydraulic turbines and similar equipment, with a plant 
located in San Francisco. These enterprises were acquired for the purpose of 
adding to the volume of your company’s products outside of the locomotive 
business. 

The two leading locomotive builders were thus equipped with the 
same background in the diesel field as the General Motors Corp. It 
would appear that the unusual progress to which Mr. Symes refers 
stems from the contributions, through research and development, after 
the acquisition of these properties by the General Motors Corp. 

The majority’s report fails to realize that one of our greatest 
strengths lies in the fact that American industry has been able to shift 
from one product to another with amazing rapidity. If this were not 
so, labor would be displaced as new inventions found widespread 
usage, and the economy would be unable to cope with mobilization 
requirements when national emergencies demand the production of 
war materiel in place of consumer goods. 

The record of American industry in abandoning its traditional 
civilian products to manufacture the implements of war, and then 
effecting prompt reconversion without the expected vast unemploy- 
ment, is a tribute to American ingenuity. The evidence in the record 
suggests that more conglomerate enterprises will tend to provide 
stability for workers, new products for consumers, and greater in- 
centives for research and development to further America’s scientific 
progress. No evidence has been brought forth that they are not desir- 
able for the growth and expansion of the American economy. 


POINT 12 


The position in the majority’s report that the dominance 
of the General Motors Corp. prevents the growth of compe- 
tition in automobiles and in other products is erroneous and 
unfounded. 


The majority’s report states : 


Over a long-term period there have occurred fundamental changes in the 
automobile industry’s structure, principal among which have been (@) a per- 
sistent and continuing decline in the number of enterprises and (b) a long-term 
increase in the relative importance of the leading producers. The rise in the 
position of General Motors has been particularly striking. From 20 percent 
of the new-car registrations in 1925, General Motors’ share rose to 45 percent 
in 1957 and to 50 percent in the first quarter of 1958. General Motors has de- 
rived its strength from a number of sources. It has long been regarded as 
an efficient, well-organized company. It has been active in putting on the mar- 
ket a number of important technological innovations, such as the Hydra-Matic 
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drive. It has a strong dealer organization which is by far the largest in the 
country. It has ready access to sources of capital and credit. But General 
Motors derives its strength from a number of other and less well-recognized 
sources. To a much greater extent than any of its competitors, it operates in 
a variety of industries other than automobiles, such as railroad locomotives, 
household appliances, buses, earth-moving equipment and others. * * ** 

* * * the paramount structural characteristic of the automobile industry 
since the late 1920’s has been the increasing dominance of General Motors * * *,® 


It has already been noted that the Ford Motor Co. in 1921 produced 
almost 62 percent of all the cars built in that year.” 

The majority’s report suggests a form of competition in which 
each of the 3 leading manufacturers presents consumers with 1 line 
of products. Actually, there are 15 separate brands usually sold by 
competing retail outlets offering the products of these 3 manufacturers 
to retail customers. 

The General Motors Corp. was responsible for 47.5 percent of new 
passenger car registrations in 1940. It did not regain this share of 
the market in the postwar period until 1954.87 The Ford Motor Co. 
in 1940 accounted for only 18.9 percent of total new-car registrations. 
In 1954 its position in the industry had risen to 30.8 percent. 88 These 
ratios show the active competition which has characterized this in- 
dustry. 

The actual competitive situation is revealed by examining the vari- 
ation in the registrations of the respective makes of cars throughout 
the postwar period. I have prepared a table, table LX, which presents 
this pertinent data concerning competition in automobiles. A review 
of this table clearly shows that the fortunes of each make vary widely 
from year to year, and no concerted plan of market sharing could 
possibly produce such a result. On the contrary, it portrays a highly 
competitive situation in which consumers determine the rewards each 
producer shall receive. 


Pp, 1. 

sp, 2. 

8 A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 
Monopoly of the Committee on the Judiciary, U. S. Senate, 84th Cong., 1st sess., pt. 1 
Corporate Mergers. p. 646. 
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TaBLleE [X.—New passenger car registrations, by makes, by years 
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Make of car a 
| j 
1957 | 1956 | 1955 1954 | 1953 | 1952 | 1951 | 1950 | 1949 1948 
| | 
| Poet ee a ee 
Chrysler 1, 78) 1.79) 2.02) 1.82) 2.68) 2.73) 2.95) 2,39) 2.70) 3.02 
FT icc ta li. ania ethane ie ia 1.74) 1.69) 1.65) 1.39) 2,13) 2.20} 2.23) 1.82) 2.14) 2.36 
a hea ctsesbttdindaddtdacaciels 4. 30) 3.70} 3.96; 2.80) 5.03) 5.93) 5.90) 4.74) 5.65) 6.13 
Imperial f et BO Re PR RE ee ee Daath 
Plymouth 9.97) 8.12} 9.03) 6.87) 10.47) 10.41} 10.72) 8.65) 10. 91) 9. 94 
Total, Chrysler Oorp..--.--------} 18. 34 15. 48) 16. 82} 12.90} 20.31) 21.27 21. 80) 17. 60| 21. 40} 21. 45 
Cid b's ta Sacetsd obo tateans secan . i 
Si niichetiitaan tints diainsnntatigtile tiie a actear f 
NR  ndicchccinnhimweiiegitihinavetedunerltibbisnnainds 24. 97| 23. 00) 21. 94) 25.30) 19.45) 17.61] 17.04] 18. 43). 16. 67 13. 95 
FAs bate die pcesapt ices toeeetcenk "58 .72| .40]} .65| .68} .70} .51] .54| .78| .93 
MOON Sc ec kisiinnnntndnacbeibada sedgiveaniaile 4. 35) 4.61; 5.19) 4.88) 5.02) 4.47) 4.61 5. 03; 3.86) 3.94 
Total, Ford Motor Co.......-..- 30. 39} 28. 45) 27. 63} 30.83) 25.15) 22.78) 22. 16] 24.00} 21. 31| 18.82 
Dei... scse ie ee et ~ 6.60 8.89] 10.29] 9.28! 7.92] 7.47| 7.75] 8.47| 7.70) 7.01 
GRBs .ccucciditeedsblobinvindcadabbed 2.36) 2.23} 1.97) 1.99) 1.72) 2.11) 1.92 1.61) 1.67) 1.70 
Chevrolet.......... ogiveuctpabnesumiiin’ 24. 34| 26,29) 22.88) 25.61) 23.39) 20. 50) 21.08) 22.45) 21.32) 20.33 
aaa 6.21) 7.35) 8.22) 7.35) 5.32) 5.25) 5.40) 5.89) 5.57) 5.03 
PURE isnt li sethlndabintonnexh anata 5.34] 6.02) 7.39] 6.47] 6.72} 6.41] 6.68] 6. 06| 6. 63) 6.56 
face hecalitians aia hina Mewes 
Total, General Motors Corp_.....| 44.85} 50.78) 50.75] 50. 70] 45.07) 41.74) 42.83] 45.38) 42. 89} 40. 63 
Total, all other United States makes.._| 2.96! 3. 64 3.98} 4.98) 8.97) 13. 51 12. 80} 12.75) 14.15) 18. 64 
Total, United States cars.........| 96. 54| 98. 35| 00.18 99. 41| 99. 50| 99. 30) 99. 59] 99. 73] “0.751 99. 54 
Total, foreign O88S..................--5. 3. 46) 1.65) 59}. 50) 70) 41 - 27} - 25) . 46 
Total, United States and foreign 
GE tnnenehbrécuddvuicatiosdace 100. 00) 100. 00) 100. 00 eee at eer 








a years 1957, 1956, 1955, 1954, 1953: Automotive Industries 40th Annual Statistical Issue, Mar. 15, 
1958, p 


Source for years 1952, 1951, 1950, 1949, 1948: Automotive Industries 35th Annual Statistical Issue, Mar. 15, 
1953, p. 101. 


The marked success of the American Motors’ line in 1958 provides 
a further demonstration that a small company can compete when it 
produces a product which the American people desire. 

During the first 6 months of 1958, 102,999 ®° of its products were 
included in new passenger car regist? tions as contrasted with only 
70,438 °° in 1957, an increase of 46.2 percent. Total registrations for 
the industry during this period declined 23.3 percent. Furthermore 
in 1958 American Motors accounted for 3.72 percent of new passenger 
car registrations as contrasted with only 1.95 percent in 1957. This is 
an increase of 91 percent. These facts clearly indicate that size is 
no guaranty of success and they also show that relative smallness im- 
poses no insurmountable hardships. In this instance because it offered 
the public what it wanted at this particular time, one of the smaller 
firms moved ahead while the rest of the industry was experiencing 
difficulties in selling their products. 

In 1957, as shown on table LX, foreign cars were able to achieve 
better than 3 percent of the total new passenger car registrations. In 
1948 they accounted for less than one-half percent of the total. 

A reader of the majority’s report might gain the impression, largely 
as a result of the selection of excerpts from the testimony of Mr. L. L. 
Colbert, president of the Chrysler Corp., and Mr. Theodore O. 
Yntema, vice president of the Ford Motor Co., that these two leading 


% Automotive News, Aug. 25, 1958. 
% Ibid. 
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producers live in fear of the General Motors Corp. The majority’s 
report in referring to the cost of developing new models states : 


Like Mr. Yntema, Mr. Colbert declared that these changes were “governed by 
the consumer,” but then added significantly: “* * * if you go into the same 
ear year after year when General Motors or Ford or both of them are changing 
to new cars each year, you’d pretty soon be out of business; they’d get the 
business.” * * ** 


The following forthright remarks on this important issue would 
indicate otherwise. 
Mr. Colbert responded to a question : 


Senator O’MAHONEY. Are you completely free from the leadership of General 
Motors? 

Mr. CoLBert. General Motors has nothing to do with the way we operate 
Chrysler Corp. * * * 

We are not compelled to follow in their footsteps * * *. 

If you will look at the way in which we operate, our whole company and the 
way General Motors operates there you will find very great differences.” 

* * * But as far as my fearing General Motors because they got 56 percent 
of the business in January, and we've got 15, that does not worry mea bit. * * * 

Now, if we and Ford and other people cannot take a part of that business 
away from General Motors, that is our problem, not theirs, so long as they 
run their business on a good sound basis the way I believe they have been 
running it in the years I have observed them, and I have observed them for 
about 20 or 25 years.” 


The following colloquy throws further light on this subject: 


Senator O’ManHoney. Today there is no disputing the fact that General Motors, 
Ford, and Chrysler are the Big Three and that together they handle probably 
95 percent of the domestic market. 

Mr. YNTEMA. That is right. 

Senator O’MAHONEY. Do you object to that? 

Mr. YNTEMA. No; I do not. And could I say this for General Motors? 
General Motors does not, however, gouge the consumer. Let me say this. They 
are tough competition. They make their profits and they have got their eminence 
through a very fine operation, efficient management, and low costs. I mean they 
have not gouged the consumer. They have been a blessing to the consumer in 
this country. 

Senator O’MAHoneEyY. Do you think that their diversity of product gives them 
an advantage? 

Mr. YNTEMA. To some extent. I donot know. Possibly. 

Senator O’MAHoNneEy. You would not deny that the economic power of a huge 
manufacturing company or a huge finance company or a huge trading company 
does give it an advantage in the market? 

Mr. YntemMA. The economy of scale in this business is large, Senator, in this 
field. I want to make this clear, however. I do not think General Motors has 
ever abused the power that it has by virtue of its very low costs and the high 
degree of efficiency it has achieved.” 


In the earlier hearings by this subcommittee held in 1955, further 
additional testimony was adduced on this subject. Mr. Colbert testi- 
fied as follows: 


In this extraordinary period of innovation no company, large or small, can 
consider itself beyond the reach of competitors who have new ideas and deter- 
mination and skill to market them effectively. There is no such thing as an 
entrenched and unassailable position in the automobile business. There never 
has been and I do not believe there ever will be. 


2P, 80. 

* Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly of 
a Saeeeeee on the Judiciary, U. 8S. Senate, 85th Cong., 2d sess., Pt. 6: Automobiles, 
p. 2 ; 

* Tbid., p. 2834. 

% Tbid., p. 2699. 
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I speak with conviction and feeling on this matter because for the past 22 
years I have been associated with a concern that stands as a living proof of the 
opportunity that exists in this industry for a company with a new-product idea 
and a will to challenge and change existing shares of the market. 

It may contribute to the purpose of this hearing to review briefly the way 
Chrysler Corp. made good on the first successful challenge it laid down 30 years 
ago to bigger and already well-established automobile companies. 

You may remember that Walter Chrysler was called upon in 1921 to reor- 
ganize the Maxwell Motor Co. At that time Maxwell, along with its subsidiary 
Chalmers, had less than 2 percent of the automobile market. It was this modest 
beginning which served as a base of operations from which Walter Chrysler and 
his management team launched their drive toward a major penetration of the 
automobile market. Virtually everyone who knew anything about the industry 
told them that there was no room for a newcomer—that the industry was all 
sewed up by the giants. But within 8 years of the time Walter Chrysler had 
reorganized the Maxwell Co. and renamed it as Chrysler Corp. in 1925, this 


new, young challenger had gained second place in the sale of passenger 
cars ** &% 


The attitude of the smaller competitors in the industry toward the 
larger producers is well indicated by the testimony of Mr. George 
Romney, president of the American Motors Corp., in his appearance 
before this subcommittee on June 10, 1955. The following colloquy 
is significant : 


Senator WiLey. In your opinion, there is not any what you would call monopo- 
listic hold on the commodities that you buy? They are not using the fact that 
they are making them as a means of gouging you or gouging anybody else? 

Mr. Romney. Senator, certainly competition has been the prevailing practice 
in the automobile industry, and I have no feeling that there is any intent on the 
part of any automobile company to monopolize the automobile industry. 

I do not think that intent exists as far as the passenger car companies are 
concerned. Now, I do not say there may not be companies in some other areas 
of the economy that have positions that are not sufficiently competitive to bring 
the full fruits of competition into play. I donot say that. 

So far as the vehicle companies are concerned, I think that all of them are 
actuated by the principle of competition and not monopoly.” 


During the subcommittee’s 1955 series of hearings testimony was 
presented by other small competitors of the General Motors Corp. 
Mr. Edgar F. Kaiser, president of Kaiser Motors Corp., appeared on 
June 15, 1955. Again the following colloquy between the chairman, 
Senator Kilgore, and the witness is significant : 


The CHAIRMAN. And you do not think it is dangerous to the economy to have 

reneral Motors, Ford, and Chrysler doing 96 percent of the business? 

Mr. KAIseEr. No, sir; I do not. I do not think so because of the extreme com- 
petition among the three of them. 

The CHAIRMAN. In other words, the whole thing amounts to a word that was 
invented recently by the economists, an oligopoly; if they get into an 
oligopoly ——— 

Mr. KaIser. That is different ; that is abusing your power. 

The CHAIRMAN (continuing). Which is a multiplied monopoly. 

Mr. Katser. As I understand that, in simple language that is abusing your 
power. 

The CHAIRMAN. But as long as they do not engage in oligopolistic operations, 
then it is not bad for the industry at all? 

Mr. Kalser. Not bad for the industry and it is not bad for the public.” 


® A study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 
Monopoly of the Judiciary Committee, U. S. Senate, 84th Cong., 1st sess., Pt. 1: Corporate 
Mergers, p. 339. 

% Tbid., p. 473. 

™ Tbid., pp. 543-544. 
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The subcommittee also received testimony at that time from Mr. 
James J. Nance, president, Studebaker-Packard Corp. The follow- 
ing colloquy is again significant : 

Senator O’Manoney. * * * I would say just now, just reversing the picture 
on you. The big companies, General Motors or Ford, they have the production 
lines which are capable of producing many more cars sometimes than they 
actually produce; is that not right? 

Mr. NANcE. That varies by season, yes; so do we. 

Senator O’Manoney. Certainly, it is true in big industry that you can cut 
down production to maintain price and it has been done. 

Mr. Nance. That is right. 

Senator O’MAHONEY. So cannot the volume of a big outfit be used to drive the 
little outfit out of business? 

Mr. NANcE. Well, I am sure it could be, Senator; yes. I have seen no mani- 
festation of it.” 

A careful examination of the record does not reveal any statements 
by competitors of the General Motors Corp. which w ould support the 
charges in the majority’s report that it dominates the industry and is 
assured of any stable future share of the market. 

The majority’s report attempts to imply that perhaps the General 
Motors Corp. might be subsidizing the sale of some of its nonautomo- 
tive products through the profits it obtains from the sale of auto- 
mobiles although it presents no evidence to support such a charge. 
Again an objective examination of the markets in which all General 
Motors’ products compete lends little substance to this assumption. 
In most cases, General Motors’ nonautomotive products are in compe- 
tition with those produced by other large manufacturers with diversi- 
fied product lines. In each such instance its principal competitor 
would be in a position to retaliate if predatory pricing practices are 
adopted. For example, its Allison Aircraft Engine division is in direct 
competition with the General Electric Co. Its household appliance 
divisions compete with the General Electric Co., Westinghouse, and 
RCA—each a diversified firm. 

From a complete review of the entire record, I can find no evidence 
to support the majority’s premise that: 


* * * the paramount structural characteristic of the automobile industry 
since the late 1920’s has been the increasing dominance of General Motors * * *” 


IX. Antirrust IMpLicATIONS 


The Sherman Act was adopted in 1890, 68 years ago. It was en- 
acted into law by a Republican Congress, and it was approved by a 
Republican President. It has consistently received the support of 
both political parties, as it provides a fundamental charter under 
which free competitive private enterprise has grown and prospered 
in the United States. 

It was never contemplated that the antitrust laws would be regarded 
as a means to deny the fruits of competition to consumers or to punish 
producers for successful endeavors. 

The majority’s report places great emphasis on the fact that there 
are relatively few automobile pr ‘oducers. As has already been stated, 
the study of the automobile industry conducted by the Federal Trade 


% A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 
Monopoly of the Judiciary Committee, U. 8. Senate, 84th Cong., 1st sess., pt. 1: Corporate 
uous p. 879. 
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Commission ued Ey the 75th Congress recognized that this industry 
was ee a high degree of concentration. Its conclusions 
stated : 


The Commission finds that a high degree of concentration prevails in the 
motor-vehicle industry, there being in 1938 only 11 companies (or company 
groups) producing passenger cars regularly, and 3 of them had no less than 89 
percent of the total unit sales of passenger cars; that among these 3 leading 
motor-vehicle manufacturers there prevails, apparently, a condition of active 
competition.’ 

Furthermore, it should again be reiterated that the Commission found 
that: 


Consumer benefits from competition in the automobile-manufacturing industry 
have probably been more substantial than in any other large industry studied 
by the Commission.’ 


This high degree of concentration is a characteristic to be expected 
where the capital requirements to organize an efficient producing unit 
are very great. The majority’s report recognizes this fact. It refers 
to an estimate prepared by Mr. George Romney, president of the 
American Motors Corp., at the request of the chairman which sets 
forth the minimum size of an efficient automobile producing unit and 
the capital investment which would be necessary for its establishment. 
It states: 


* * * These estimates are based on current reproduction costs for building, 
machinery, equipment, and standard tools and dies, plus organizational expenses 
and estimated first-year losses. Mr. Romney chose to submit his estimates in 
terms of an enterprise producing 250,000 automobiles a year. His estimate of 
the total capital requirements for a new company with this production breaking 
into the market for the first time is $576 million. * * ** 

It is most unlikely that many new firms will be established in an 
industry where the cost of entry involves an investment of this 
magnitude. 

At the end of World War II, the Kaiser Motors Corp. entered the 
automobile industry under very favorable conditions. There was a 
great unfilled demand for new cars since production had been sus- 
pended for a period of years. It had ample financial resources. It 
prospered during a period when there was a shortage of new cars. 
When the demand- -supply relationship became more normal, its prod- 
ucts failed to attract sufficient patronage to maintain the profitable 
operations essential to continued product development. No impedi- 
ments by established firms in the industry restricted the opportunities 
of this newcomer. 

Mr. Edgar F. Kaiser, president of Kaiser Motors Corp., appeared 
before this subcommittee in 1955. In response to a question be the 
chairman, Senator Kilgore, as to whether it was dangerous to the 
economy to have General Motors, Ford, and Chrysler doing 96 percent 
of the business, he replied that he did not think it was. He categori- 

cally stated: 


No, sir; I do not. I do not think so because of the extreme competition among 
the three of them * * * Not bad for the industry and it is not bad for the public.‘ 


1H. Doc. 468, 76th Cong., 1st sess., June 5, 1939, Federal Trade Commission, Report 
on Motor Vehicle Industry, p. 1073. 

2 Ibid, p. 1074. 

sp, 16. 

A Study of the Antitrust Laws, hearings before the Subcommittee on Antitrust and 
Monopoly of the Judiciary Committee, U. 8. Senate, 84th Cong., Ist sess., pt. 1: Corporate 
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The antitrust laws are designed to insure the fruits of competition. 
The majority’s report attempts first to present a picture of the auto- 
mobile industry as one in which there is no competition. It states: 

* * * Any sound economic or financial study of the Big Three together, or 
pe 96 Motors Corp. (GM) standing alone, results in a finding of monop- 

y 

It does not attempt to press its contention that the Big Three 
together constitute a monopoly, as such a premise has no validity 
whatsoever; therefore, it proceeds to build a case against the General 
Motors Corp. as the largest factor in the industry. At the opening 
of these hearings, the chairman stated : 

The subcommittee entertains no punitive purpose. It is not seeking to lay 
the basis for any prosecution against labor or management, but we invite the 
cooperation of both labor and management in laying the facts before the Con- 
gress and the country in order that we may all serve the public interest.° 

It is not the function of this subcommittee to enforce the antitrust 
laws or to establish a basis for prosecution of charges against the Big 
Three or any individual firm. Yet, the chapter on antitrust implica- 
tions in the majority’s report is devoted almost entirely to a con- 
sideration of possible abuses by the General Motors Corp. It is un- 
supported by any evidence which might justify either a further investi- 
gation by this subcommittee or proceedings by the Department of 
Justice. The Antitrust Division does not need the assistance of this 
subcommittee to carry out the duties assigned to it. 

The majority’s report further concedes that under existing law there 
is no legal basis to sustain its economic doctrine. It states: 

* * * Any sound economic or financial study of the Big Three together, or 
General Motors Corp. (GM) standing alone, results in a finding of monopoly. 
However, the theory and factors constituting monopoly at law would, possibly, 
produce a different result. 

The United States Steel and International Harvester cases state the traditional 
and familiar legal proposition that size alone is not enough to violate the 
Sherman Act. In any intelligent approach, with the exception of the law, such 
a proposition would be attacked as absurd and without merit. * * *’ 

It is improper for a subcommittee of the Judiciary Committee to 
advance the proposition that our laws are absurd, as they are incon- 
sistent with academic theories. 

The antitrust laws prohibit conspiracies among industry members to 
collectively agree to control sources of raw materials, to fix prices, and 
to exclude competition. Conspiracy was the basis for the ruling in 
the well-known tobacco case (American Tobacco Co. v. U.S.,328 U.S. 
781). The presence of such conditions unquestionably suppor ts a com- 
plaint that there has been an unlawful monopolization under section 2 
of the Sherman Act. However, it is unwarranted to merely assume 
that because there are few companies in an industry, it constitutes an 
unlawful combination if each of them responds in a somewhat similar 
fashion to events and demands within the industry which fall with 
equal force upon each of them. Yet, this is the concept which the 
majority’s report suggests in seeking to equate monopoly with oligo- 
poly in its chapter dealing with antitrust implications. 


5P. 168. 
6 Administered prices, hearings before the Subcommittee on Antitrust and Monopoly 


of “ Committee on the Judiciary, U. S. Senate, 85th Cong., 2d sess., pt. 6: Automobiles, 
p. 21 
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It advances the suggestion that perhaps the courts may now recog- 
nize that large size and power alone constitute a violation of section 2 
of the Sherman Act. Yet, the majority’s report fails to substantiate 
suchatheory. It states: 

The United States Steel* and International Harvester* cases state the 


traditional and familiar legal proposition that size alone is not enough to violate 
the Sherman Act * * *° 


1U. 8. v. U. 8. Steel Corp., 251 U. 8. 417 (1920). 

?U. 8. v. International Harvester Co., 274 U. 8. 693 (1927), * * 

The Sherman Act is directed at the maintenance of competition, it 
has been applied over the years to correct abuses and punish misdeeds. 
The majority’s report admits that there are no findings of misdeeds in 
the automobile industry. Yet, it attempts to apply the reasoning 
developed in the tobacco case to the automobile industry in the hope 
of discovering wrongful acts. Such an approach is unusual and 
improper. 

In order to evaluate the majority’s theory that mere size and power 
in and of themselves may be considered a violation of section 2 of the 
Sherman Act, it is well to examine the Swift case (U.S. v. Swift & 
Co., 286 U. S. 106) from which the majority quotes part, but only a 
part, of a dictum in an attempt to show a weakening of the well estab- 
lished rule of the Steel case. In the Swift case in 1932, the petitioner 
sought a modification of a consent decree by which a former monop- 
olistic and abusive combination of companies had been dismembered. 

The Supreme Court refused to grant this request at that time. It 
might possibly have resulted in judicial permission to resume those 
very operations which had been found to be abusive. The Court 
stated the law of the land as laid down in the Steel case and then 
commented : 

* * * but size carries with it an opportunity for abuse that is not to be ignored 
when the opportunity is proved to have been utilized in the past. The original 
decree at all events was framed upon that theory. 

The holding in this case, therefore, cannot be characterized as a 
weakening of the rule of the Steel case but, rather, a reaffirmation of 
it. In addition, it cannot be interpreted as sanctioning an attack upon 
the size of a large company, such as the General Motors Corp., just 
because that company has in the past years consented to terminate 
certain practices which no longer exist and about which there is no 
legitimate question. 

The majority’s report concedes that “the Alcoa and American 
Tobacco cases do not overrule the size cases of the 1920’s”* in which 
size alone without abuse was not found to be unlawful. Proceeding 
further, however, the majority contends that it now takes just a little 
abuse to condemn a large company : 

* * * For giant corporations to violate the antitrust law, if abuse is still 
required, a little abuse will do—we have the well-learned lesson of the A. & P. 
ease, where only 15 percent of the retail food business was involved. * * ** 

An objective study of the A. & P. case produces no evidence to 
support the majority’s theory that the abuse was “little.” The Court 
found that A. & P. had been coercing suppliers into violations of the 
Robinson-Patman Act by threat of a boycott. Certainly, this is a 


*P. 169. 
2 Ibid. 
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significant abuse. It would appear, however, that the majority sug- 
gests otherwise. 

It first advances the theory that large size, in itself, violates the 
Sherman Act. It then takes a further step, and proposes that the 
combined size of nonconspiratorial companies in the automobile in- 
dustry should be used as a measure of size. This point of view is then 
modified to provide that a little abuse of power in the field of trade 
practices where large size is also present will satisfy the law which it, 
reluctantly, admits does exist. 

The majority’s report proposes that the diversification of the Gen- 
eral Motors Corp. may be unlawful if abuses can be established, but 
the only alleged abuses it can cite are ones which long ago were termi- 
nated by UV. S. v. General Motors Corp. (121 F. 2d 376) in the year 
1941 and U.S. v. National City Lines (186 F. 2d 562) in the year 1951. 
The majority’s report hints that the General Motors Corp. may have 
used its financial strength to preempt raw materials by means of loans 
to producers of materials in short supply. It states: 

The fact that GM may have been preempting the raw materials market in a 
period of short supply following World War II and that it further was controlling 
new production could very well have been a contributing reason for failure to 
develop a larger share of the automobile market and the eventual doom of 
Kaiser-Frazer, Hudson, Nash, and other defunct independent auto manufacturing 
companies. 

As a result of its favorable supply situation, GM was able to take the lead 
in the enormously expanding automobile industry after the war. It was ina far 
more advantageous position than any of its competitors. Thus, when during 
the 1950 coal strike Chrysler closed and Ford and Packard were shutting down, 
GM, despite rumors to the contrary, appeared to be in a forunate spot as far 
as coal and steel supplies were concerned.” 

Again, an objective examination of the facts shows that the smaller 
automobile producers obtained more than one-eighth of all automobile 
registrations until 1953 when the shortage of automobiles was satis- 
fied. They were not handicapped by a lack of materials to produce 
cars during the period of shortage as the majority’s report suggests. 
These data are clearly shown in my table [IX found on page 301. 

An examination of the hearings not only disproves this contention 
of preempting raw materials but actually makes it improper. 

n a sly fashion, it is suggested that the General Motors Corp. is 
now forcing unlawful exclusive-dealing contracts upon its dealers in 
order to sell its own replacement parts. Again, there is no evidence 
in the record or elsewhere to support this notion, but that does not 
deter its being advanced. 

It also hints that, perhaps, the General Motors Corp. is engaging in 
selective price cutting so as to preempt a market because its multi- 
divisional structure might, conceivably, make it possible to subsidize 
a division where prices are arbitrarily reduced. After having tossed 
out this idea, it offers nothing to substantiate it. 

It also makes the assertion that the General Motors Corp. controls 
the pricing of makes of automobiles other than those it produces, but 
the evidence in the record of the hearings provides no support for 
any such conclusions. On the contrary, it clearly indicates that the 
facts are the opposite of those insinuated in the majority’s report. 


uP, 176. 
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Particular exception is taken to a new concept of the market 
developed in the majority’s report, which states: 

If the percentage approach to monopoly is to be utilized, i. e., X percent of a 
market, with the percent being over 70 percent, as implied in Alcoa, the unde- 
fined part of the equation is the meaning of “market.” 

“Market” is most usually referred to with respect to a geographical area or 
product. If the geographical area is used as a test, the area can be relatively 
small, as in Yellow Cab. And, if the product test is applied, a very specialized 
definition of the product may be used, as in the Alcoa case. 

The extent of the monopolizing through abuse of power may encompass such 
a percent of the affected market as becomes of itself monopoly in violation of 
the Sherman Act. Nevertheless, a misuse of monopoly power possessed by a 
large corporation may violate the act although the goal set or attained falls 
short of the share of the affected market necessary to constitute monopoly of 
that market. In such a case, the evil abhorred by the law is not so much the 
percent of the market preempted as it is the abuse of the monopoly power of 
the preemptor. Thus, the share of the market possessed by a particular cus- 
tomer or group of customers which a concern appropriates to itself and precludes 
others from sharing by improper means may be the relevant market.” 

The acts of monopolizing and attempting to monopolize which are 
unlawful under section 2 of the Sherman Act are acts directed against 
competitors rather than to retain customers. Although the courts 
have often found violations of the Sherman Act where competitors 
were excluded or were otherwise denied the chance to compete, it has 
not been found to be a violation of the Sherman Act for a producer to 
hold onto his customers. In the Klearflax case, which the majority 
uses as the basis for its new concept of the market in terms of customers, 
there was an unlawful attempt to monopolize by means of cutting off 
a competitor’s source of raw material. The Court based its decision 
upon this abusive effort to exclude competition rather than upon the 
retention of the one customer. In this case, the Court stated: 

It seems obvious that a distinction must be made between the making of a 
sale or sales, thus drawing to the successful seller the customers involved, and 
a studied attempt to exclude others unfairly by making it impossible for them 
to compete and thus prevent them from dealing in a free market.” 

The Court here recognized that the very essence of competition is 
the effort to acquire and retain customers. 

It is quite evident to an impartial reader that the Klearflax case has 
not “clearly established the legal principle that the preemption of the 
business of one customer through the exertion of monopoly power 
violates section 2 of the Sherman Act” as stated in the majority’s 
report,* but, on the contrary, reaffirms the longstanding rule that 
actions taken to exclude competitors from the market are unlawful 
under section 2 of the Sherman Act because they are attempts to 
monopolize. The effort to monopolize is the vice regardless of its 
success or failure. 

The 100 percent monopoly of the Government’s purchases of the 
rug material involved in this case had not been questioned prior to 
the abusive effort to exclude competition, and the retention of this one 
customer’s patronage was purely incidental to the Court’s finding of 


guilt. 
..177-178 
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13 if oo Klearflaw Linen Looms, 63 F. Supp. 32, at 39 (1946). 
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The majority’s report suggests that if a firm enjoys the patronage 
of approximately the same proportion of customers year in and year 
out that this constitutes a market which it has preempted, and it could 
thus be considered a monopolist. Under such a concept even the 
smallest producer who retains the patronage of a single customer 
might be found to be in violation of the Sherman Act as he has 
attained 100 percent of his desired market. This theory is utterly 
without merit and is undeserving of consideration. 

There is no reason to suggest that the evidence adduced through 
these hearings might provide the basis for “a case under section 2 of 
the Sherman Act against the dominant economic force in the indus- 
try,” predicated as it is upon such an unlikely definition of the 
“market.” 

Based on an examination of the whole record, I am of the opinion 
that the automobile industry, as it exists today, is free of those 
anticompetitive factors and influences which limit production, create 
artificially high prices, and restrict consumer choice. No evidence 
of restraint of trade, nor of monopolization by way of buying, pricing, 
or excluding competitors, is to be found, despite the fact that three 
large companies account for most of the industry’s production. In- 
deed, the record is filled with evidence that no one company or group 
of companies has the power to monopolize, let alone has evidenced any 
intent to do so. 

Indeed, the production of automobiles is a complicated industry. 
However, the evidence contained in the record shows that all the firms 
in the industry plan, perform, and price in keen competition with each 
other. Perhaps this is why it has grown to its present proportions. 
It is generally recognized, both here and abroad, as an innovator and 
as being responsible for the development of American mass-produc- 
tion techniques. It has given the American people mobility, and its 
competitive behavior explains why it has been able to make its very 
great contributions to our high standard of living. 

The majority’s report, while finding no evidence of wrongdoing, 
adopts a critical attitude toward an industry merely because of its suc- 
cess and good earnings. It is my belief that the subcommittee 
has departed from its legislative responsibility to perfect the antitrust 
laws in making this extended and costly investigation of an industry 
whose practices have been reviewed by Senate committees on many 
previous occasions. It has always emerged from these inquiries with 
the finding that it is free of monopolistic practices. 

The subcommittee’s responsibilities to perfect the antitrust laws 
are far too important to be neglected in this manner. 


X. ConcLusiIons 


I am deeply concerned that any Senate document would appear to 
discredit the performance of an American industry primarily because 
it has been successful over the years. The important contributions 
the automobile industry has made to America’s well-being are ad- 
mitted in the majority’s report. It states: 

In making its inquiry into administered prices in the automobile industry, 


the Subcommittee on Antitrust and Monopoly has been examining an industry 
which, perhaps more than any other, occupies a pivotal position in the economy. 


%P, 183. 
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Its trade association claims that 1 out of every 7 workers in this country is 
dependent directly or indirectly on the automobile industry. Analysis of inter- 
industry relationships suggests that for each worker employed in the automobile 
industry itself, one other worker is employed in supplying industries. The 
industry consumes nearly one-fifth of the Nation’s steel, 1 out of every 14 tons 
of copper, more than 2 of every 5 tons of lead, more than 1 of 4 tons of zinc, 
1 pound in 7 of nickel, half the reclaimed rubber, nearly two-thirds of the natural 
and three-fifths of the synthetic rubber, almost three-fourths of the upholstery 
leather, nearly all the tire cord, and substantial proportions of the Nation’s 
output of glass, machine tools, general industrial equipment, forgings, and other 
industries. * * ** 

An industry which, in the brief span of 60 years, is responsible for 
1 out of every 7 jobs in our free economy should not be subject to a 
generalized attack. This is particularly so where the record provides 
no substantial basis to support the charges which the majority’s report 
infers. 

The New York Times of September 23, 1958, reviews a book by Mr. 
John Keats entitled “The Insolent Chariots.” The review states that 
this book is based on material developed in the course of hearings by 
Senate committees which have been concerned with the problems of 
the automobile industry. The author summarized the impressions he 
derived from studying these proceedings in this fashion : 

* * * our automobiles are overblown, overpriced monstrosities, built by oafs 
for thieves to sell to mental defectives. 

This is a serious reflection on the Senate’s approach to investiga- 
tions. They have become a device to secure headlines, rather than to 
develop facts for a legislative purpose. 

Certainly no Member of the Senate believes its investigations should 
provide material to suggest that the millions of people who purchased 
new automobiles in 1958 are “mental defectives.” Those cars were 
certainly not built by “oafs,” or sold by “thieves.” 

The automobile industry has made mistakes. It will make many 
more. As long as there are human frailties, this is to be expected. 
However, competition in the market place insured by a free-enterprise 
economy provides the discipline to correct them. It is far more 
effective than gratuitous suggestions from the majority’s staff mem- 
bers who are without experience in the practical fields of business. 

We all are well aware that the Soviet Union and its satellites in 
the conflict of ideologies are eager to use our own documents to em- 
barrass us in an effort to win the minds of the millions of uncom- 
mitted people who will ultimately decide whether freedom or slavery 
will prevail. 

On July 4 of this year, former President Herbert Hoover, in his 
historic address at the Brussels Fair, described how the antitrust laws 
guarantee our economic freedom. The perfection of these laws is the 
responsibility of this subcommittee. He said: 

We are often depicted as living under the control of wicked men who exploit 
our economic life through gigantic trusts and huge corporations. They are 
supposed to grind the faces of the poor and to exploit other nations. All this 
ignores the fact that our laws for nearly 70 years have prohibited the existence 
of trusts and cartels. In few other nations have the fundamentals of fair and 
open competition been so zealously maintained. 

This competition has spurred our industries to adopt every laborsaving de- 


vice. And, to create them, there are more than 5,000 industrial research 
laboratories that pour out new ideas which become open to all the world. 


Pp, 1. 
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It is regrettable that the majority has permitted the longstanding 
prejudices and biases of its staff to influence the preparation of its 
views. They may tend to negate Mr. Hoover’s great efforts to show 
that never before in the history of mankind has any economic system 
produced so many benefits which were so widely shared. Free-enter- 
prise capitalism as it has developed in this country is the only eco- 
nomic system which at all times reflects the wishes of consumers 
through their purchases in free markets. It has provided incentives 
to producers. In fact, it has literally remade civilization. Attacks 
which reflect on its performance, while not attributing guilt to any- 
one and providing no suggestions for legislative remedies, are a great 
disservice to the American people. 

Everett McKiniry Dirksen. 





INDIVIDUAL VIEWS OF SENATOR 
ALEXANDER WILEY 


The Antitrust Subcommittee conducted many days of hearings into 
the pricing practices and other relevant factors of the automobile in- 
dustry. The hearing, when published, will prove a valuable source- 
book for students of industry, for businessmen, and for the public 
generally. 

Of course, the automobile industry from the early days of Henry 
Ford has been an important factor in America’s growing prosperity. 

And every town has its representatives of that great industry—the 
dealers who sell us our automotive transportation and who keep our 
cars in shape. 

What would America be without the automobile? 

It has grown to be perhaps the most basic transportation factor in 
our American way of life. 

As to the extent of investment, 1956 expenditures in new plant and 
equipment in the motor vehicles and equipment industry was $1.7 bil- 
lion out of total manufacturing expenditures in 1956 in new plant and 
equipment of $15 billion. Thus, the auto industry’s new investment, as 
above, was about one-ninth of manufacturing investment of this type. 

And sales in 1956 of transportation equipment (largely autos) was 
about one-ninth of total manufacturers’ sales in that year. Sales by 
all types of manufacturers were $333 billion; whereas sales of trans- 
portation equipment was $36 billion. 

Production workers (including related workers) in the auto in- 
dustry, according to available official figures, number about 655,000 out 
of the total number of 13,200,000 such workers in all manufacturing. 


THE AUTO REPORT 


1. There is a great deal of food for constructive thought in the 
facts about the auto industry summarized in this auto report. I rec- 
ommend it be read by all vitally interested in the future of private 
competitive enterprise in the United States. 

2. This is a report on the facts which were stressed in the hearings 
at which leaders with many viewpoints testified. Recommendations 
are withheld for later consideration by the subcommittee. So, care 
should be taken not to draw implied conclusions from the way the facts 
are presented in the report. 

3. There is a similarity of prices of comparable automobile models 
and there is an apparent absence of price competition at the manufac- 
turer’s level. This raises a question for both business and Government 
to ponder. 

4. Expensive yearly changes in body styling pose a serious problem. 
It apparently costs $1 billion a year for the industry to change body 
_— Is it worth it? Couldn’t price savings benefit the public 
more 
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5. And, importantly, the facts in the report pose the question 
whether a continually expanding General Motors Corp. is good for the 
country. Or, whether a George Romney, president of American 
Motors suggested) a mature corporation which has grown to industr 
dominance should not be allowed to spin off or “give birth” to subsid- 
iaries which would without tax penalty become independent com- 
panies. Should the tax on the stock sales be withheld until a capital 
gains tax is paid on the stockholder’s final sale of his shares of stock 
in the independent enterprise which has been spun off ? 

6. The prospects of the auto dealer are important. Is he given 
enough freedom by his franchise? Does he have a chance to become 
a strong and independent small-business man? Or, are his margins 
too slim and his franchise restrictions too great to leave him as free 
as he should be to serve his community as an unbiased broker, so to 
speak, of cars, parts, and accessories ? 

7. As a related matter, the question arose in the probe of adminis- 
tered prices, Does labor in this industry set the price pattern for the 
country? And if so, what is the effect on the cost of living, inflation, 
and what is the impact on United States bonds, insurance policies, and 
pensions? In other words, should there be, for economic reasons con- 
nected with the general welfare, a move to stabilize prices and wages in 
this and other excessively large businesses where power is concentrated 
to such an extent that some folks claim it constitutes a danger to the 
Nation? 

ALEXANDER WILEY. 
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